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Honorable  Harry  Britt,  Chair 
and  Members  of  the  Planning,  Housing 
and  Development  Committee 

Room  235,  City  Hall 

San  Francisco,  California   94102 


Dear  Supervisor  Britt  and  Members: 

Transmitted  herewith  is  our  management  audit  report  on  the  eight  Housing  Development 
Corporations  (HDC's)  funded  and  administered  by  the  Mayor's  Office  of  Community 
Development  (OCD).  Funding  for  the  activities  of  the  HDC's  comes  from  the  Community 
Development  Block  Grant  (CDBG). 

The  basic  goal  of  the  HDC's  is  to  expand  and  preserve  the  supply  of  low  and  moderate 
income  housing  in  San  Francisco.  There  are  currently  eight  HDC's  receiving 
administrative  and  programmatic  funds  from  OCD.  These  HDC's  and  their  respective 
administrative  funding  levels  are  as  follows: 


HDC 


Mission  Housing  Development 
Corporation 

Housing  Development  and  Neighborhood 
Preservation  Corporation  (HDNP) 

Bernal  Heights  Community  Foundation 

Tenants  &  Owners  Development 
Corporation  (TODCO) 

Potrero  Hill  Community  Development 
Corporation 

Housing  Conservation  Institute  (HCI) 

Chinese  Community  Housing 
Corporation  (CCHC) 

Asian,  Inc. 

Total 


Target  Area 

Inner  Mission 

Inner  Mission 
Bernal  Heights 

South  of  Market 


1981  Funding 

$352,000 

135,420 
113,000 

45,000 


Potrero  Hill 

135,500 

Ingleside 

145,764 

Chinatown/North  Beach 

194,250 

Chinatown/North  Beach 

137,411 

$1,258,345 
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In  addition  to  these  administrative  funds,  the  HDC's  have  been  appropriated  $3.5  million 
in  1981  for  the  purpose  of  site  acquisition  and  rehabilitation  of  existing  housing. 

The  HDC's  have  at  their  disposal  a  variety  of  financing  instruments  in  pursuit  of  their 
goal,  including  HUD  (U.S.  Department  of  Housing  and  Urban  Development)  Section  8  and 
GNMA  (Government  National  Mortgage  Association)  subsidies,  California  Housing 
Finance  Agency  loan  programs,  syndication  of  private  sector  funds,  below-market-rate 
mortgage  revenue  bonds,  tax-exempt  Redevelopment  bonds,  and  the  State  Department  of 
Housing  and  Community  Development  programs.  There  are  problems  associated  with  the 
use  of  almost  all  of  these  instruments.  The  future  of  the  federal  subsidies,  which  have 
been  especially  important,  is  now  in  doubt  in  the  wake  of  the  Reagan  administration 
budget  proposals. 

The  housing  market  in  San  Francisco,  which  is  the  context  for  the  HDC's  operations,  is 
characterized  by  a  I)  growing  shortage  of  housing  units  and  by  2)  increasing  housing 
prices.  These  two  characteristics,  which  result  from  the  fact  that  the  demand  for 
housing  far  outstrips  the  supply,  make  the  goals  of  the  HDC's  very  difficult  to  achieve. 

The  performance  of  the  HDC's  in  rehabilitating  and  creating  new  housing  has  been 
generally  but  not  uniformly  poor.  We  have  taken  as  the  central  task  of  this  analysis  an 
explanation  of  the  performance  of  the  HDC's  and  the  formulation  of  recommendations  to 
improve  their  performance. 

Our  review  of  OCD's  and  the  HDC's  two  major  funding  programs  for  affordable  housing, 
the  Site  Acquisition  Pool  and  the  City's  Deferred  Payment  Loan  Program  (CDPL),  found 
that  delays  in  establishing  administrative  procedures  have  seriously  retarded  the  HDC's 
housing  programs.  For  example  during  1980,  $800,000  was  provided  to  the  HDCs  for 
rehabilitation  loans.  As  of  February  1981,  the  first  month  of  the  1981  program  year,  not 
one  loan  had  been  made  from  the  1980  loan  pool.  We  have  recommended  that  the 
production  of  affordable  housing  be  accelerated  by  allowing  other  non-profit  and  private 
developers  to  use  these  site  acquisition  funds  to  produce  low  and  moderate  income 
housing.  We  have  also  recommended  that  OCD  and  the  HDC's  redirect  the  focus  of  the 
CDPL  so  that  these  funds  can  be  used  to  increase  the  supply  of  affordable  housing. 

Our  review  of  the  eight  HDC  staffs  found  that  in  general  the  HDC's  suffer  from  a  lack  of 
experience  in  real  estate  development  and  a  lack  of  working  capital.  In  addition,  we 
found  that  the  current  system  of  eight  seperate  corporations  has  resulted  in  a  high  ratio 
of  administrative  costs  to  program  costs,  and  an  inefficient  and  inequitable  distribution 
of  real  estate  skills  across  the  City's  high  need  neighborhoods.  In  1981,  approximately 
$1.2  million  is  budgeted  for  administration  of  the  HDC's,  while  $3.5  million  is  budgeted 
for  site  acquisition  and  rehabilitation.  Thus,  about  26%  of  the  1981  CDBG  funds 
budgeted  for  the  HDC's  is  for  administration.  Based  on  these  findings  we  have 
recommended  the  following  steps:  (I)  that  funds  be  provided  to  the  HDC's  for  working 
capital  and  hiring  technical  consultants;  (2)  that  real  estate  and  financial  skills  be 
provided  on  a  staff  sharing  basis;  (3)  that  the  number  of  HDC's  be  reduced  and  that  the 
HDC  on-site  staffs  be  scaled  down;  and  (4)  that  administrative  cost  savings  be 
reallocated  for  programmatic  purposes. 
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One  means  of  structuring  this  staff  sharing  would  be  the  creation  of  a  Technical 
Assistance  Corporation  that  would  provide  these  skills  to  HDC's.  This  Technical 
Assistance  Corporation  would  lower  the  administrative  costs  of  the  HDC's  and  provide 
the  skills  needed  to  develop  the  housing  programs  of  the  HDC's.  It  would  also  provide  a 
means  of  improving  the  coordination  between  the  HDC's  and  OCD,  thus  avoiding  a 
reoccurance  of  the  situation  which  arose  when  OCD  and  Asian,  Inc.  were  both  trying  to 
buy  the  same  Tenderloin  hotel  during  the  same  period,  and  a  realtor  acting  on  behalf  of 
OCD  purchased  an  option  to  acquire  the  hotel  for  $400,000  more  than  Asian,  Inc.  was 
preparing  to  offer. 

Even  if  the  HDC's  achieve  100%  of  their  goals  in  1981,  and  exceed  their  goals  in  future 
years,  it  appears  unlikely,  given  their  limited  resources  and  market  trends,  that  the 
HDC's  will  have  a  significant  effect  on  the  availability  of  low  and  moderate  income 
housing.  The  market  is  simply  working  too  quickly  to  permit  the  HDC's  much  of  a 
chance. 

The  Program  Development  Division  and  the  Housing  Division  of  OCD  share  responsibility 
for  administering  the  activities  of  the  HDC's.  Their  current  administrative 
responsibilities  include  monitoring,  provision  of  technical  assistance,  and  advocacy  on 
behalf  of  the  HDC's.  We  have  reviewed  the  responsibilities  and  performance  of  the 
housing  staff  of  OCD  and  found  that  in  some  instances  the  OCD  staff  duplicates  and 
over-regulates  the  activities  of  the  HDC's.  Based  on  our  discussions  with  the  staffs  of 
the  HDC's  we  have  observed  a  high  degree  of  mistrust  in  the  relationship  between  OCD 
and  the  HDC's.  We  have  recommended  that  the  OCD  personnel  responsible  for  housing 
program  development  and  monitoring  of  the  HDC's  be  consolidated  into  a  Housing 
Development  Division.  Implementation  of  this  recommendation  would  provide  for  more 
efficient  use  of  OCD  staff  and  would  reduce  duplication  within  OCD  and  between  OCD 
and  the  HDC's. 

The  response  from  the  HDC's  concurs  with  that  portion  of  the  report  which  deals  with 
OCD's  administration  of  this  program.  The  HDC's,  however,  take  exception  with  our 
finding  that  there  is  a  shortage  of  real  estate  skills  among  the  staffs  of  the  HDC's. 
Furthermore  the  HDC's  disagree  with  our  recommendation  to  institute  formalized  staff 
sharing  through  a  Technical  Assistance  Corporation.  We  continue  to  believe  that  real 
estate  skills  are  critical  to  the  task  of  producing  low  and  moderate  income  housing  in  San 
Francisco,  and  that  since  these  skills  are  not  evenly  distributed  among  the  HDC's, 
formalized  staff  sharing  through  the  creation  of  a  Technical  Assistance  Corporation 
should  be  implemented  in  order  to  increase  the  efficiency  of  the  HDC's  program. 

The  response  of  OCD  criticizes  the  report  for  its  appraisal  of  OCD  administration  of  the 
HDC's  administrative  and  program  budgets.  Further,  OCD  disagrees  with  our  assessment 
of  the  City's  rehabilitation  loan  program  and  proposed  reorganization  of  OCD.  The 
response  does  not  address  our  findings  on  the  shortage  of  real  estate  skills  among  the 
HDC's  nor  does  it  mention  our  recommendation  to  establish  a  Technical  Assistance 
Corporation.  OCD  maintains  that  the  time  taken  to  establish  the  regulations  and 
procedures  for  the  Site  Acquisition  Pool  and  the  City's  Deferred  Payment  Loan  Program 
(CDPL)  was  required  in  order  to  assure  the  proper  disbursement  of  these  funds. 
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We  recognize  OCD's  obligation  to  prudently  monitor  the  CDBG  funds  in  order  to  comply 
with  federal  expenditure  regulations.  We  continue,  however,  to  maintain  that  the 
procedures  and  regulations  for  the  CDPL  and  site  acquisition  pool  were  not  developed  in 
a  timely  fashion  and  that  the  absence  of  regulations  and  procedures  for  the  CDPL  until 
January  1981,  and  the  lack  of  a  mutually  acceptable  site  acquisition  agreement  until 
February  1981  presented  a  serious  handicap  to  the  HDC's  during  the  1980  CDBG  program 
year. 

The  OCD  response  to  our  management  audit  report  concludes  with  the  following  remarks: 

"As  we  stated  earlier,  OCD  remains  convinced  that  the  overall  audit  has  fallen  short 
of  the  GAO  Audit  Standards.  OCD  seriously  questions  the  validity  of  the  entire 
report.  We  realize  that  the  complexities  of  performing  management  audits  of  CDBG 
program  activities  particularly  HDC.  Nevertheless,  the  importance  of  the  subject 
matter  warrants  our  deep  concern  regarding  the  quality  of  the  audit  effort  and  the 
appropriateness  of  the  report.  The  GAO  Audit  Standards  provide  that  views  of 
responsible  officials  of  organizations  and  activities  whose  operations  are  discussed  in 
the  report  should  be  objectively  considered  and  evaluated  so  as  to  ensure  that  reports 
are  fair,  complete,  and  objective.  OCD  strongly  requests  that  the  auditor  will  follow 
the  GAO  Audit  Standards  and  include  this  response  as  an  appendix  to  all  copies  of  the 
final  audit  report  that  will  be  distributed  by  the  auditor. 

OCD  continues  to  look  forward  to  a  constructive  working  relationship  with  the 
Office  of  the  Budget  Analyst." 

Our  management  audit  was  conducted  in  strict  accordance  with  GAO  audit  standards  and 
procedures.   These  procedures  included  the  following: 

1.  Exit  conference  procedure  -  Meetings  were  held  with  the  OCD  and  the  HDC's  to 
review  the  draft  report  and  to  allow  these  agencies  to  present  additional 
information  as  to  factual  matters  contained  in  the  report.  As  a  result  of  these 
meetings  changes  were  made  to  clarify  and  correct  the  report. 

2.  Written  responses  of  agencies  -  Each  agency  was  requested  to  respond  to  the 
final  draft  report  in  writing  and  assured  that  any  such  responses  would  be 
included  in  our  final  report.  The  HDC  response  is  contained  on  pages  36  to  41 
and  the  OCD  response  is  contained  on  pages  44  to  60  of  our  report. 

3.  Availability  of  working  papers  -  Our  working  papers  and  other  supporting 
documentation  of  our  findings  are  and  will  continue  to  be  available  for  the 
inspection  of  all  interested  parties. 
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While  we  continue  to  disagree  with  OCD  and  the  HDC's  concerning  specific  conclusions 
and  recommendations,  we  also  look  forward  to  a  constructive  working  relationship  in  the 
future. 

Finally,  we  would  like  to  acknowledge  the  cooperation  provided  during  the  course  of  this 
audit  by  the  staff  of  OCD  and  the  eight  HDC's. 


Respectfully  submitted, 
I Harvev  M.  Rose 


Harvey  M.  Rose 
Budget  Analyst 

Staff:  Bob  Gamble 

Paul  Staley 
Phil  Arnold 
Dewey  Yee 
Bill  Courtright 

cc:        Supervisor  Ward 
Supervisor  Walker 
President  Molinari 
Supervisor  Dolson 
Supervisor  Hongisto 
Supervisor  Kennedy 
Supervisor  Kopp 
Supervisor  Nelder 
Superivisor  Renne 
Supervisor  Silver 
Clerk  of  the  Board 
Mayor  Feinstein 
City  Attorney 

Chief  Administrative  Officer 
Controller 
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INTRODUCTION 

In  accordance  with  our  management  audit  responsibilities  for  the  San  Francisco 
Board  of  Supervisors,  we  have  reviewed  the  operations  of  the  eight  Housing  Development 
Corporations  (HDC's)  funded  by  the  Community  Development  Block  Grant  (CDBG)  and 
administered  by  the  Mayor's  Office  of  Community  Development  (OCD).  The  overall  goal 
of  these  HDC's  is  to  increase  housing  opportunities  for  low  and  moderate  income 
residents  of  certain  areas  of  San  Francisco  through  the  rehabilitation  of  existing  housing 
and  the  construction  of  new  housing.  OCD  will  provide  administrative  funds  in  1981  as 
follows  to  eight  HDC's:* 

HDC 


Mission  Housing  Development  Corporation 

Housing  Development  and  Neighborhood 
Preservation  Corporation  (HDNP) 

Bernal  Heights  Community  Foundation 

Tenants  &  Owners  Development 
Corporation  (TODCO) 

Potrero  Hill  Community  Development 
Corporation 

Housing  Conservation  Institute  (HCI) 


Chinese  Community  Housing 
Corporation  (CCHC) 


Asian,  Inc. 


Total 


Target  Area 

1981  Fundinq 

Inner  Mission 

$352,000 

Inner  Mission 

135,420 

Bernal  Heights 

113,000 

South  of  Market 

45,000 

Potrero  Hill 

135,500 

Outer  Mission/ 

Ingleside 

145,764 

Chinatown/North 
Beach 

194,250 

Chinatown/North 

Beach 

137,411 

$1,258,345 

The  Board  of  Supervisors  approved  these  funds  in  September  of  1980.  In  addition  to  these 
administrative  funds,  OCD  has  budgeted  and  the  Board  has  approved  $2  million  for  use  by 
the  HDC's  in  acquiring  housing  sites  and  for  substantial  rehabilitation,  and  $1.5  million 
for  use  in  rehabilitating  existing  housing  in  the  Neighborhood  Strategy  Areas  and 
Neighborhood  Improvement  Areas.  Substantial  rehabilitation  is  distinguished  from 
rehabilitation  in  that  it  is  aimed  at  making  uninhabitable  units  habitable,  thereby 
increasing  the  supply  of  housing.  Simple  rehabilitation  typically  does  not  increase  the 
supply  of  housing. 

Two  HDC's,  the  Mission  Housing  Development  Corporation  and  the  Bayview 
Hunter's  Point  Non-profit  Housing  Development  Corporation  (no  longer  funded  by  OCD) 
started  operating  in    1971    under  funding  from  the  old  Model  Cities  program.     TODCO 


*  In  the  previous  year  there  were  nine  HDC's  .  OCD  withdrew  funding  from  the 
Bayview-Hunters  Point  Non-Profit  Housing  Development  Corporation  in  September  of 
1980  pending  investigation  of  alleged  misuse  of  funds. 
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began  functioning  as  an  HDC  in  1977,  although  it  did  not  receive  CDBG  funding  until 
1980.  In  1978,  Potrero  Hill  Community  Development  Corporation  received  $40,000  in 
administrative  funds  through  a  subcontract  with  Bayview-Hunter's  Point  and  HCI 
received  $75,000,  bringing  the  total  number  of  HDC's  to  four.  In  1979,  seven  HDC's, 
including  Bayview-Hunter's  Point,  Mission,  the  Housing  Conservation  Institute,  Potrero 
Hill  Community  Development  Corporation,  Asian  Inc.,  Bernal  Heights,  and  the  Chinese 
HDC  received  administrative  funds  from  OCD.  In  1980,  a  total  of  nine  HDC's  were 
funded,  including  all  of  the  seven  funded  in  1979,  plus  TODCO,  and  the  Housing 
Development  and  Neighborhood  Preservation  Corporation.  In  September  of  1980,  OCD 
suspended  administrative  funding  for  Bayview-Hunter's  Point  pending  investigations  of 
allegations  that  this  HDC  misused  CDBG  funds.  The  following  chart  shows  the  growth  of 
funding  for  administration  of  HDC's  from  1977  to  1981. 


Program  Costs 

1977 

ADMINISTRATIVE  FUNDING  FOR  HDC'S,  1977-1981 

HDC 

1978 

1979 

1980 

1981 

Total 

( 1  1  months) 

Bayview-HP 

$363,689 

$335,484 

$334,000 

$180,000 

$1,213,173 

Mission 

330,869 

406,575 

258,400 

385,200 

$352,500 

1,733,544 

HCI 

75,000 

75,000 

99,800 

145,764 

395,564 

Potrero  Hill 

40,000 

125,000 

125,000 

135,500 

425,500 

Chinese 

125,000 

150,000 

194,250 

469,250 

Asian 

88,000 

176,000 

137,411 

401,411 

Bernal 

62,700 

60,000 

113,000 

235,700 

HDNP 

50,000 

135,420 

185,420 

TODCO 

$857,059 

40,335 
$1,266,335 

45,000 
$1,258,845 

85,335 

Total 

$694,558 

$1,068,100 

$5,144,897 

OCD  has  also  provided  programmatic  funds  for  the  HDC's  to  use  in  acquiring  sites 
for  new  construction  or  for  rehabilitation  of  existing  housing.  Under  current  regulations, 
rehabilitation  funds  are  available  for  low  interest,  deferred  payment  loans  to  assist 
rehabilitation  of  substandard  housing  with  low  income  occupants  (incomes  not  to  exceed 
80%  of  the  median  income).  The  maximum  loan  amount  is  $20,000  per  unit.  The  interest 
rate  is  3  per  cent  for  single  family  loans  and  6  percent  for  multi-family  loans.  The  loan 
must  be  repaid  in  ten  years  or  when  the  property  is  sold,  whichever  comes  first.  The 
property  to  be  rehabilitated  must  continue  to  be  occupied  by  low  income  persons  during 
the  life  of  the  loan.  The  1980  maximum  income  limits  for  low  income  households  as 
established  by  HUD  are  as  follows: 

Family  Size  Income  Limits 

1  $13,100 

2  15,000 

3  16,850 

4  18,700 

5  19,900 

6  21,050 

7  22,250 

8  or  more  23,400 
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Although  1980  rehabilitation  funds  were  appropriated  in  November  of  1979,  OCD 
has  not  yet  provided  any  of  these  funds  to  the  HDC's  clients.  The  appropriation  of  these 
funds  created  an  expectation  in  the  HDC's  and  their  clients  that  the  funds  would  be 
available.  OCD  maintains  that  they  have  acted  as  swiftly  as  possible  to  expedite  the 
provision  of  these  funds.  The  HDC's  have  pointed  out  that  their  1980  work  plans  and 
contracts  specify  objectives  in  the  area  of  rehabilitation,  and  that  administrative  staff 
were  provided  in  their  budgets  for  the  purpose  of  implementing  the  rehabilitation 
program.  As  of  the  end  of  1980,  $69,423  in  1979  rehabilitation  funds  remained  unspent 
despite  the  fact  that  several  HDC's  (including  Potrero  and  HCI)  had  waiting  lists  of 
clients  eligible  for  and  in  need  of  rehabilitation  funds. 

The  1980  rehabilitation  program  represented  a  change  in  emphasis  from  the  1979 
rehabilitation  program  toward  less  leveraging  of  funds  and  toward  more  concentrated 
targeting  of  low  income  (up  to  80%  of  the  median  income)  families.  This  change  in 
emphasis  came  primarily  as  a  result  of  three  factors:  First,  HUD,  partly  in  response  to 
an  administrative  complaint  filed  by  a  neighborhood  coalition  consisting  of  some  of  the 
HDC's,  questioned  the  extent  to  which  the  HDC's  rehabilitation  activities  actually 
benefit  low  and  moderate  income  persons.  Second,  a  consulting  study  performed  for 
OCD  by  the  firm  of  Gressel,  Gressel  and  Slater,  recommended  a  "...shift  from  an 
emphasis  on  leveraging  to  an  emphasis  on  helping  lower-income  persons."  Third, 
California  Housing  Finance  Agency  (CHFA)  funds  formerly  available  for  families  up  to 
120%  of  the  median  income  became  unavailable. 

Rehabilitation  funds  have  been  provided  to  the  HDC's  as  follows: 

//  Loans  Budget  Spent c 

1981  0  $1,500,000  0 

1980  136  800,000  0  _ 

1979  185    '  585,900  $516,477   J 

1  Includes  loans  made  from  sources  other  than  CDBG  Rehabilitation  funds. 

2  Current  through  12/31/80. 

•*  Of  this  amount,  $127,438  was  spent  for  site  acquisition;  therefore,  the  actual  amount 
spent  for  rehabilitation  was  $389,039. 

The  other  source  of  CDBG  programmatic  funds  for  the  HDC's  is  the  Site 
Acquisition  Pool  ($2  million  in  1981).  As  stated  in  the  City's  1980  Application  to  HUD, 
the  "funds  will  be  used  for  (I)  the  acquisition  of  real  properties  for  the  construction  or 
the  rehabilitation  of  lower  income  housing  to  increase  affordable  housing  opportunities  in 
non-impacted  areas  and/or  to  support  neighborhood  revitalization  strategies;  and  (2) 
eligible  pre-construction  costs."  The  funds  are  targeted  at  projects  which  provide 
housing  "principally"  for  households  at  or  below  80  percent  of  the  median  income.  OCD 
will  advance  up  to  $10,000  from  the  pool  for  use  by  the  HDC's  as  an  option  to  secure  a 
purchase  agreement  from  a  seller.    In  many  cases,  the  site  acquisition  funds  are  used  in 
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combination  with  other  subsidies,  particularly  Section  8,*  thereby  increasing  the 
affordability  of  the  housing.  Site  Acquisition  funds  have  been  budgeted  and  used  in 
recent  years  as  follows: 

Year  Budgeted  Spent     (//Units)  Reserved   (#Units) 


1981 

$2,000,000 

0 

(0) 

0 

(0) 

1980 

1,600,000 

$660,000 

(100) 

$65 1 ,420 

(68) 

1979 

210,000 

210,000 

(64) 

0 

(0) 

1978 

500,000 

0 

0 

320,220 

(24) 

1977 

800,000 

298,759 

(48) 

0 

(0) 

1976 

1,322,500 

387,000 

(97) 

700,000 

(230) 

1975 

990,000 

494,608    . 

/I85) 
<494) 

0 

(0) 

Total 

$7,422,500 

$2,050,367    ' 

$1,671,640 

(322) 

Of  this  amount,  $107,464  was  actually  spent  for  administrative  costs  rather  than  site 
acquisition.  Of  the  funds  actually  spent  from  the  Site  Acquisition  pool,  $1,541,608  or  75% 
of  total  expenditures  were  spent  by  agencies  other  than  the  HDC's.  All  of  the  funds 
reserved  are  for  projects  proposed  by  the  HDC's. 

OCD  Administration 

As  a  result  of  the  growth  of  the  program  and  HUD  and  OCD  concern  over  the 
HDC's  performance,  OCD  initiated  in  1980  tighter  monitoring  of  the  HDC's  operations. 
OCD  hired  two  additional  monitors  to  track  the  progress  of  the  HDC's  toward  achieving 
their  annual  objectives.  The  monitors  are  supervised  by  a  Deputy  Director  of  Community 
Development  who  has  direct  administrative  responsibility  for  the  HDC's.  Another 
Deputy  Director  of  Community  Development  has  been  informally  responsible  for 
providing  advice  to  the  HDC's  regarding  the  feasibility  of  their  proposed  projects.  While 
the  monitors  have  successfully  kept  OCD  more  informed  as  to  the  HDC's  progress,  this 
improved  information-gathering  system  seems  to  have  had  no  effect  on  actual  program 
performance. 

Based  on  our  observations  of  and  interviews  with  OCD  and  the  HDC's,  we  have 
noted  strong  indications  of  mistrust  in  the  relationship  between  OCD  and  the  HDC's.  For 
instance,  many  of  the  directors  of  the  HDC's  have  stated  that  they  believe  that  OCD 
would  like  to  eliminate  their  entire  program..  Some  of  the  directors  have  characterized 
OCD's  administration  of  their  program  as  obstructionist  and  have  questioned  the 
competence  of  OCD  personnel. 

This  mistrust  appears  to  result  in  part  from  a  clash  of  two  opposing  styles  of 
organization  and  management.  On  the  one  hand,  OCD  operates  in  a  cautious 
bureaucratic  style.  The  HDC's,  on  the  other  hand,  tend  to  operate  in  a  more 
freewheeling,  agressive,  entrepreneurial  style.  The  clash  of  these  two  styles  has 
hindered  communication  between  the  HDC's  and  OCD,  which  has  in  turn  adversely 
affected  program  performance. 


*  Section  8  is  a  HUD  program  which  subsidizes  the  construction  and  rehabilitation 
of  low  and  modrate  income  housing.  See  page  5  for  a  more  detailed  discussion  of  Section 
8. 
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Several  other  events  are  illustrative  of  the  deterioration  of  the  relationship 
between  OCD  and  the  HDC's:  First,  some  of  the  corporations  assisted  in  filing  an 
administrative  complaint  to  HUD  regarding  the  City's  CDBG  program.  Second,  in  the 
last  two  years,  the  HDC's  have  successfully  requested  the  Board  of  Supervisors  to 
override  the  Mayor's  and  OCD's  funding  decisions.  Third,  according  to  the  HDC's,  they 
have  on  more  than  one  occasion  in  the  past  year  requested  the  Mayor's  Office  to  assist 
them  in  communicating  their  concerns  to  OCD. 

Financing  Mechanisms 

In  addition  to  the  Site  Acquisition  Pool  and  the  Rehabilitation  Finance  Pool,  there 
are  a  variety  of  other  financing  mechanisms  available  for  the  HDC's  to  use  in  developing 
low  and  moderate  income  housing.  These  include  State  and  Federal  subsidies,  as  well  as 
private  sector  financing.  Some  of  these  instruments  are  relatively  new  and  untried.  The 
use  of  some  of  the  others  has  proven  to  be  problematic.  All  of  the  mechanisms  are  fairly 
complex  and  require  a  high  degree  of  sophistication  and  experience  on  the  part  of 
potential  developers.  The  list  and  descriptions  of  financing  mechanisms  which  follows  is 
not  exhaustive,  but  is  intended  only  to  provide  the  reader  some  notion  of  the  problems 
inherent  in  the  use  of  the  most  commonly  used  mechanisms.  The  first  group  of 
mechanisms  can  be  used  directly  by  the  HDC's 

I)  HUD  Section  8  -  This  mechanism  subsidizes  rent  payments  on  newly 
constructed  or  substantially  rehabilitated  units  up  to  a  unit  cost  maximum  of 
approximately  $75,000  per  unit.  Although  non-profit  developers  base  much 
of  their  hope  for  future  projects  on  Section  8,  its  use  is  fraught  with 
problems  including: 

HUD  will  not  permit  the  use  of  Section  8  in  areas  of  "minority 
concentration".  Since  this  includes  almost  all  of  San  Francisco,  HUD  has 
waived  this  requirement  due  to  "overriding  need"  for  a  large  number  of 
units  in  the  Hunter's  Point  Redevelopment  areas.  The  magnitude  of  this 
waiver  has  made  HUD  even  more  reluctant  to  issue  additional  waivers. 

HUD  can  reject  a  Section  8  proposal  for  "environmental 
considerations."  For  instance,  a  number  of  otherwise  feasible  Section  8 
proposals  for  the  South  of  Market  area  have  been  rejected  on  this  basis 
because  of  their  proximity  to  industrial  areas. 

Even  when  site  acquisition  costs  can  be  written  down  with  OCD  site 
acquisition  funds,  the  high  cost  per  unit  of  new  construction  causes  many 
projects  to  exceed  the  maximum  cost  per  unit.  Projects  where  the  cost 
per  unit  does  not  exceed  the  maximum  tend  to  be  in  those  sections  of 
the  City  which  HUD  considers  unfit  because  of  minority  impaction  or 
environmental  considerations. 

San  Francisco  competes  for  Section  8  allocations  with  areas  such  as 
Fresno  and  Visalia,  which  have  much  lower  housing  costs.  As  a  result, 
between  900  and  1000  units  of  Section  8  allocations  have  been 
reallocated  from  San  Francisco  to  other  cities  in  the  last  four  years. 

President  Reagan  has  proposed  drastic  reductions  in  the  Section  8 
program. 
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2)  HUD  Government  National  Mortgage  Association  (GNMA)  Tandem  -  GNMA 
buys  mortgages  from  lending  institutions  at  below-market  prices,  thereby 
allowing  borrowers  to  receive  funds  from  these  lenders  at  below  market 
rates.  GNMA  will  only  buy  mortgages  which  are  insured  by  Federal  Housing 
Agency  (FHA),  and  FHA  will  generally  not  insure  units  as  expensive  as  most 
which  are  being  currently  built  in  San  Francisco.  However,  the  FHA 
insurance  limits  may  be  waived  if  the  units  are  financed  with  bonds,  such  as 
mortgage  revenue  bonds  or  California  Housing  Finance  Agency  (CHFA) 
funds.  The  Reagan  administration  is  planning  to  reduce  GNMA  subsidies, 
which  are  already  difficult  to  obtain. 

3)  National  Consumer  Co-operative  Bank  -  The  bank  was  appropriated  funds  to 
offer  loans  to  non-profit  co-operatives.  Approximately  35%  of  the  loans  are 
provided  at  below-market  rates  to  low-income  co-operatives,  with  a 
preference  given  to  those  using  limited  equity.  Since  the  Bank  is  in  its  first 
year  of  operation,  this  source  of  subsidies  is  largely  untested.  The  Reagan 
administration  has  proposed  that  the  Bank  be  abolished. 

4)  The  State  Department  of  Housing  and  Community  Development  operates  a 
number  of  programs  which  may  assist  the  HDC's  including: 

The  Urban  Development  Loan  Fund,  which  provides  loans  at  below 
market  rates  for  the  preliminary  costs  of  developing  assisted  housing  for 
low-income  families; 

The  Housing  Development  Technical  Assistance  Staff,  which  provides 
comprehensive  technical  assistance  to  local  governmental  agencies  and 
non-profit  organizations; 

The  Homeownership  Assistance  Program,  which  provides  up  to  49%  of 
the  purchase  price  of  a  dwelling  unit  to  low  and  moderate  income 
households. 

5)  Syndication  -  The  HDC,  acting  as  a  general  partner,  would  sell  shares  of  debt 
incurred  in  housing  construction  and  rehabilitation  to  limited  partners.  The 
limited  partners  would  receive  the  benefit  of  tax  deductions  from  interest 
payments,  tax  payments,  and  depreciation.  After  these  tax  benefits  have 
been  exhausted,  the  limited  partners  would  sell  their  shares  to  the  general 
partner.  At  this  point,  the  HDC  could  either  maintain  control  and 
management  of  the  units,  or  could  sell  the  units  to  a  tenant  cooperative. 
Although  this  arrangement  is  fairly  common  in  private  sector  developments, 
few  non-profit  developers  possess  expertise  and  experience  adequate  to 
inspire  confidence  in  potential  investors.  None  of  the  local  HDC's  have 
acted  successfully  as  general  partners  in  a  syndication.  The  Chinese  HDC 
and  Asian,  Inc.  have  both  acted  as  limited  partners.  Community  groups  in 
other  cities  have  successfully  acted  as  general  partners  in  syndication 
efforts. 
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The  following  group  of  financing  mechanisms  can  be  used  by  the  HDC's  clients: 

5)  Mortgage  Revenue  Bonds  -  The  electorate  of  the  City  recently  approved  an 
authorization  for  the  City  to  issue  $100,000,000  in  tax-exempt  bonds.  These 
bonds  will  provide  below-market  rate,  permanent  financing  for 
rehabilitation,  construction  and  purchase  of  housing.  Like  CHFA  financing, 
however,  the  below-market  rate  may  not  be  sufficiently  low  to  permit  most 
low  and  moderate  income  people  to  buy  homes.  Eligibility  criteria  for 
mortgages  financed  from  such  bonds  are  set  forth  in  federal  and  State 
legislation. 

6)  Tax-exempt  Redevelopment  Bonds  -  The  Redevelopment  Agency  can  issue 
bonds  to  finance  the  construction  of  low  and  moderate  income  housing. 
None  of  the  units  in  a  development  financed  with  these  bonds  can  be  sold  at 
market  rates  if  used  outside  a  redevelopment  area.  The  financing  is  strictly 
for  construction  and  cannot  be  used  for  purchase. 

7)  California  Housing  Finance  Agency  (CHFA)  Loan  Programs  -  The  CHFA 
issues  tax  exempt  bonds  to  obtain  funds  to  loan  to  low  and  moderate  income 
borrowers  at  below-market  interest  rates.  Due  to  high  interest  rates  and 
instability  in  bond  markets,  CHFA  financing  has  been  either  completely 
unavailable  or  available  at  interest  rates  which  are  still  too  high  to  permit 
low  and  moderate  income  borrowers  to  purchase  units  in  San  Francisco. 

8)  Other  Private  Sources  -  For  example,  San  Francisco  Federal  Savings  and 
Loan  has  off  erred  to  provide  to  clients  of  the  Chinese  HDC  a  total  of  $10 
million  in  below-market  interest  rate  loans.  Other  sources  such  as  this  may 
be  available  due  to  the  Community  Reinvestment  Act,  which  provides 
incentives  to  banks  and  savings  and  loan  associations  to  make  funds  available 
for  low  and  moderate  income  family  housing  development. 

The  above  list  of  financing  instruments,  which  is  by  no  means  exhaustive,  illustrates  that, 
while  the  HDC's  have  a  wide  variety  of  financial  tools  at  their  disposal,  many  of  these 
tools  are  inadequate  for  the  task  at  hand.  The  problem  that  is  common  to  these  tools  is 
that  they  do  not  provide  a  subsidy  that  is  sufficiently  deep  to  permit  low  and  moderate 
income  families  to  afford  the  high  cost  of  housing  in  San  Francisco.  A  number  of  the 
HDC's  have  responded  to  this  problem  by  attempting  to  combine  or  "piggyback"  these 
subsidies.  While  piggybacking  deepens  the  subsidy,  it  also  heightens  the  complexity  of  an 
already  complicated  real  estate  deal,  and  decreases  the  likelihood  of  success. 

The  Housing  Market 

The  efforts  of  the  HDC's  to  provide  housing  assistance  to  low  and  moderate 
income  families  must  be  understood  within  the  context  of  the  unusual  private  sector 
housing  market  in  which  they  are  operating.  Two  related  trends  operating  in  the  private 
market  greatly  complicate  the  efforts  of  the  HDC's:  I)  a  growing  housing  shortage, 
and;    2)  a  dramatic  increase  in  the  price  of  housing. 

San  Francisco  presently  has  a  housing  shortage.  The  shortage  can  be  partially 
traced  to  such  factors  as  the  high  rate  of  foreign  immigration,  the  expansion  of  the 
City's  economy  and  the  increase  in  household  separations  because  of  divorce  and  social 
changes  in  the  family  system.  It  is  estimated  by  the  Citizens  Housing  Task  Force  (CHTF) 
that  since   1977  at  least  2,000  new  households  from  foreign  countries  migrated  to  San 
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Francisco  each  year.  These  immigrants  are  mainly  from  Taiwan,  Indochina,  the 
Philippines,  Central  and  South  America.  It  is  reported  by  the  CHTF  that  an  estimated 
8,700  new  jobs  were  created  annually  in  the  City  between  1975  and  1979.  As  a  result  of 
the  growth  of  the  City's  economy,  it  is  estimated  that  between  2,200  and  2,800  new 
households  per  year  have  come  into  the  City  to  find  housing.  Lastly,  the  CHTF  roughly 
estimates  that  2,500  units  per  year  of  housing  are  required  to  acommodate  new 
households  formed  through  divorce  and  family  separation. 

The  following  table  shows  that  although  the  population  in  the  City  has  decreased 
by  96,383  or  13.06%  since  1950,  the  number  of  households  has  increased  by  54,379  or 
21.01%. 


POPULATION,  HOUSEHOLD  SIZE  AND  HOUSEHOLDS, 
SAN  FRANCISCO,  1950-1980 

Average  Change  in 

Household  Households  Since 

Year                         Population               Size  Households               Last  Census  Year 

(I)                       (2)  (3)                                   (4) 


1950  775,357  2.70  259,055 

I960  740,316  2.44  291,975  +32,920 

1970  715,674  2.34  295,230  +3,199 

1980  678,974  2.17  313,490  +18,260 


Sources;        S.F.  Department  of  City  Planning,  U.S.  Census  of  Population,  1950-1980. 

1.  Estimates  of  total  population  from  1980  are  based  on  analysis  of  the 
preliminary  1980  population  counts  from  the  U.S.  Census. 

2.  Average  household  size  estimates  from  1980  were  taken  from  the 
preliminary  1980  census  returns.  Although  the  population  figures  may 
have  to  be  revised  upwards,  the  estimate  of  average  household  size  is 
probably  accurate. 

3.  The  number  of  households  was  estimated  by  subtracting  the  population 
living  in  group  quarters  from  the  total  population.  The  remainder  is  the 
residential  population.  If  this  figure  is  divided  by  the  Census  estimate  of 
average  household  size,  the  result  is  the  number  of  households. 

4.  Obtained  by  subtracting  from  one  year's  number  of  households  the 
previous  year's  number  of  households. 
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The  following  table  shows  the  net  housing  stock  increase  since  I960. 

HOUSING  COMPLETIONS,  DEMOLITIONS,  AND  NET  CHANGE 
IN  SAN  FRANCISCO  STOCK,  1960-1979 


Total  Units 

Demolitions 

Net 

Redevelopment 

Year 

Completed 

Total 

Agency 

Change 

I960 

1,850 

621 

N/A 

1,229 

1961 

2,360 

481 

N/A 

1,879 

1962 

3,483 

445 

N/A 

3,038 

1963 

3,552 

618 

N/A 

2,934 

1964 

4,638 

702 

N/A 

3,936 

1965 

4,253 

799 

N/A 

3,454 

1966 

3,000 

404 

N/A 

2,596 

1967 

1,297 

523 

167 

774 

1968 

1,406 

628 

408 

778 

1969 

1,365 

598 

570 

767 

1970 

990 

730 

464 

260 

1971 

1,497 

557 

205 

940 

1972 

1,713 

863 

432 

850 

1973 

578 

925 

647 

653 

1974 

2,454 

774 

575 

1,680 

1975 

2,494 

434 

296 

2,060 

1976 

1,061 

707 

498 

354 

1977 

1,487 

136 

17 

1,351 

1978 

1,375 

174 

60 

1,201 

1979 

1,516 

114 

9 

1,402 

43,369 

IT^33" 

4^558" 

32;  136 

Sources:        1 

Department    of    City 

Planning 

Changes    in    the 

San    Francisco 

Housing 

Inventory,  S.F.  Redevelopment  Agency. 

Based  on  our  calculations  the  average  annual  housing  stock  increase  is  1,607  units 
since  I960  and  1,075  units  since  1970.  In  comparison,  the  average  annual  increase  in 
households  is  325  households  since  I960  and  1,826  households  since  1970.  Thus,  during 
the  1960's  the  housing  stock  was  growing  at  a  much  faster  pace  than  the  number  of 
households  in  the  City.  However,  during  the  1970's  just  the  opposite  occurred;  the 
number  of  households  was  growing  faster  than  the  housing  stock. 

Another  indicator  of  excess  demand  for  housing  is  the  drop  in  the  vacancy  rate  (as 
denoted  by  a  variety  of  different  measures).  The  P.G.&E.  idle  meter  count  dropped  from 
2.60%  in  March  of  1976  to  1.41%  in  April  of  1980.  Another  indicator  is  the  doubling  of 
evictions  from  2,060  in  1971  to  over  5,000  in  1979. 
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Closely  related  to  the  shortage  of  housing  is  the  problem  which  has  come  to  be 
known  as  the  "affordability  gap."  This  term  simply  refers  to  the  fact  that  the  increase  in 
the  cost  of  housing  has  outstripped  the  ability  of  lower  and  middle  income  households  to 
afford  housing.  The  average  price  of  houses  sold  in  San  Francisco  in  February  of  1981 
(according  to  the  California  Association  of  Realtors)  exceeded  $107,000.  The  minimum 
annual  income  required  to  buy  a  house  at  this  price  (assuming  13%  interest,  30  year 
mortgage,  one-third  of  gross  income  spent  on  mortgage,  and  20%  down  payment)  is 
$34,089.  According  to  HUD,  the  maximum  income  of  a  moderate  income  (120%  of  area 
median)  family  of  four  is  $28,050.  The  maximum  price  a  family  with  this  income  could 
pay  under  the  same  assumptions  is  $88,045.  Therefore,  it  is  no  surprise  that  the  median 
household  income  of  homebuyers  in  San  Francisco  during  1979  was  over  $40,000,  that  only 
13%  of  these  buyers  were  purchasing  a  house  for  the  first  time,  and  that  85%  were  two- 
income  households  (according  to  the  CHTF). 

The  affordability  gap  for  renters,  who  constitute  two-thirds  of  all  San  Francisco 
households,  may  be  even  worse.  In  1975,  ABAG  classified  approximately  48%  of  all  San 
Francisco  households  as  low-income  (according  to  the  HUD  definition).  Yet,  despite  rent 
control,  the  cost  of  rental  units  has  increased  dramatically.  One  recent  survey  of  rents 
(done  by  Berkeley  Planning  Associates)  indicated  an  increase  of  23%  between  October 
1979  and  April  of  1980. 

Despite  the  seemingly  high  rent  levels  in  San  Francisco,  due  to  the  accelerating 
costs  of  constructidn,  rents  are  now  about  75%  below  the  levels  which  would  be 
necessary  to  justify  construction  of  new  multi-family  rental  housing  by  the  private 
market.  Hence,  the  affordability  gap  appears  to  be  even  more  severe  for  rental  housing, 
and  would  appear  to  account  for  the  continuing  conversion  of  rental  units  to 
condominiums  at  the  maximum  rate  permitted  by  law,  and  the  fact  that  the  percentage 
of  multi-family  units  constructed  as  condominiums  rather  than  rental  units  has  increased 
from  17.7%  in  1976  to  100%  in  1979.  In  other  words,  it  is  unlikely  that  any  new  non- 
subsidized  rental  housing  will  be  built,  and  it  is  likely  that  the  existing  stock  will 
continue  to  be  depleted  at  the  maximum  rate  permissible  by  condominium  conversions 
and  commercial  conversions. 

A  wide  variety  of  proposals  have  been  made  or  implemented  which  are  aimed  at 
reducing  the  housing  shortage  and  alleviating  the  affordability  gap.  An  assessment  of 
these  proposals  is  beyond  the  scope  of  this  report.  The  HDC's  represent  only  a  small 
portion  of  the  government  resources  devoted  to  dealing  with  housing  problems. 
Nevertheless,  the  HDC's  performance  must  be  viewed  in  light  of  the  difficult  housing 
market  in  which  they  are  operating.  In  fact,  their  ability  to  deal  successfully  with  this 
difficult  market,  to  alleviate  the  housing  shortage  and  to  bridge  the  affordability  gap, 
must  be  the  final  barometer  of  their  success  or  failure. 


BOARD  OF  SUPERVISORS 

— BULX^bl  ANALY5T 

-10- 


Needs  Assessment 

OCD  conducts  a  needs  assessment  once  every  three  years  and  formulates  a  three 
year  plan  of  housing  goals  based  on  this  assessment.  These  housing  goals  are  to  be 
implemented  by  using  the  entire  Community  Development  Block  Grant,  of  which  the 
HDC's  are  only  a  part.  OCD  is  now  in  the  third  year  of  its  three  year  plan.  Some  critics 
of  OCD  have  pointed  out  that  the  current  three-year  plan  is  largely  based  on  data 
gathered  between  1970  and  1976,  and  that  the  nature  of  the  City's  housing  problems  have 
changed  considerably  since  the  collection  of  that  data.  While  this  criticism  is  probably 
valid,  the  problem  should  be  alleviated  temporarily  by  the  formulation  of  the  next  three- 
year  plan,  which  will  be  based  on  1980  Census  data.  The  problem  of  using  out-dated  data 
will  likely  recur  at  the  end  of  the  1980's.  Among  the  highlights  of  the  current  needs 
assessment  are  I)  that  San  Francisco's  vacancy  rate  for  multi-unit  structures  is  2.25%; 
2)  that  98.4%  of  all  households  in  need  of  assistance  are  renters;  and  3)  that  the  most 
common  problems  of  households  in  need  of  assistance  are  overpaying  and  overcrowding. 
Since  these  data  demonstrate  that  renters  rather  than  homeowners  are  in  need  of  housing 
assistance,  the  1981  Housing  Assistance  Plan  which  accompanies  the  CDBG  application 
to  HUD  appropriately  targets  housing  assistance  to  4047  renters  and  165  homeowners. 
The  HDC's  have  responsibility  for  providing  assistance  in  the  form  of  rehabilitation  loans 
to  150  (out  of  165  mentioned  in  the  Housing  Assistance  Plan)  homeowners.  According  to 
their  1981  fiscal  year  work  plans,  the  HDC's  also  expect  to  construct  or  substantially 
rehabilitate  approximately  500  units  of  housing,  which  should  primarily  benefit  renters. 
We  have  found  that  OCD  and  HDC  policies  and  programs  generally  correspond  to  the 
needs  dictated  by  the  data  gathered  in  the  needs  assessment. 

Methodology 

In  the  course  of  this  study  we  have  visited  and  talked  with  the  staffs  of  all  the 
HDC's.  We  surveyed  at  length  the  documentation  of  the  HDC's  operations  on-site.  We 
interviewed  OCD  personnel  responsible  for  various  aspects  of  administering  the  HDC's 
and  inspected  their  voluminous  documentation  of  the  HDC's  activities.  We  interviewed 
officials  at  HUD  and  other  sector  agencies  responsible  for  administering  the  financing 
mechanisms  used  by  the  HDC's.  We  communicated  with  academicians  who  are  experts  in 
the  housing  field  in  order  to  gain  global  perspective  on  the  problems  peculiar  to  San 
Francisco. 


Performance 

The  table  below  shows  the  performance  of  the  HDC's  with  regard  to  their 
objectives  for  rehabilitation  and  purchase  or  construction  of  low  and  moderate  income 
housing  units.  In  general,  they  have  not  achieved  their  objectives.  The  HDC's  inability 
to  meet  their  stated  objectives  has  been  noted  by  both  OCD  and  HUD.  In  fact,  HUD,  in  a 
letter  to  the  Mayor  dated  December  31,  1980  approving  the  1981  block  grant  application 
but  conditioning  the  receipt  of  $7  million  pending  receipt  of  further  information 
regarding  housing  rehabilitation,  cited  as  an  example  of  performance  problems,  ".  .  .  the 
poor  production  record  of  the  Housing  Development  Corporations  in  meeting  their 
housing  rehab  goals..." 
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While  the  table  below  shows  that  the  HDC's  have  generally  not  met  their 
objectives,  one  should  note  that  Mission,  TODCO,  and  the  Chinese  HDC  have  had  some 
success  in  purchase  and  construction  of  low  and  moderate  income  housing.  With  regard 
to  rehabilitation,  some  of  the  other  HDC's,  such  as  Asian,  Inc.,  Potrero  and  HCI,  have 
experienced  some  success.  It  is  important  to  view  the  HDC's  performance  in  1980  in 
light  of  the  length  of  time  required  by  OCD  to  set  up  the  rehabilitation  and  site 
acquisition  fund  pools.  These  funds  were  not  available  to  the  HDC's  for  a  major  part  of 
the  year.  (For  further  detail,  see  our  finding  regarding  site  acquisition  on  page  14  and 
our  finding  regarding  rehabilitation  on  page  31). 


1979 
Goals 

1979 
Accomplishments 

1980 
Goals 

1980 

Accomplishments 

(as  of  12/31/80) 

Mission 
Rehab 
New/Purchase 

58  units 
74  units 

62  units 
0  units 

69  units 
74  units 

1 1  units 
48  units 

HDNP 

New/Purchase 

not  applicable 

51  units 

0  units 

Chinese 
Rehab 
New/Purchase 

100  units 
230  units 

6  units 
0  units 

155  units 
255  units 

54  units 
0  units 

Asian 
Rehab 
New/Purchase 

17  loans 
20  units 

1 1  loans 
0  units 

30  units 
50  units 

74  units 
20  units 

Potrero  Hill 
Rehab 
New/Purchase 

42  units 
90  units 

9  units 
0  units 

24  units 
90  units 

32  units 
0  units 

HCI 
Rehab 

84  units 

85  units 

1 15  units 

15  units 

TODCO 

New/Purchase 

not  applicable 

24  units 

48  units 

Bernal 

New/Purchase 

6  units 

0  units 

31  units 

7  units 

BVHP 
Rehab 
New/Purchase 

62  units 
23  units 

12  units 
3  units 

not  applicable 
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The  above  table  does  not  reflect  a  substantial  number  of  projects  which,  though 
far  from  complete,  are  progressing  toward  completion,  and  for  which  OCD  has  reserved 
funds.  The  Chinese  HDC  has  site  acquisition  funds  reserved  for  342  units.  HDNP,  Asian, 
TODCO,  and  Mission  also  have  funds  reserved  for  a  substantial  number  of  units.  The 
finalizing  of  the  site  acquisition  agreement  and  the  Deferred  Payment  Loan  program  in 
early  1981  has  resulted  in  (as  one  would  expect)  an  increase  in  activity  which  will 
probably  result  in  further  progress  toward  achievement  of  objectives. 

We  have  taken  as  the  central  task  of  this  analysis  an  explanation  of  the 
performance  of  the  HDC's  and  the  formulation  of  policies  to  improve  their 
performance.  We  have  sought  answers  to  the  following  questions:  (I)  What  factors  have 
contributed  to  the  success  of  some  of  the  HDC's?  (2)  What  factors  have  contributed  to 
the  lack  of  success  of  others  ?  (3)  How  has  OCD's  administration  helped  or  hindered  the 
HDC's?  (4)  What  factors  affecting  the  HDC's  performance  are  beyond  the  control  of  the 
HDC's  and  OCD,  and  which  are  within  their  control?  (5)  What  approaches  to  improving 
the  supply  of  low  and  moderate  income  housing  used  in  other  jurisdictions  can  be 
successful  in  San  Francisco  if  implemented  by  the  HDC's?  In  trying  to  answer  these 
questions  we  have  found  some  strengths  and  weaknesses  in  the  HDC's  operations  as  well 
as  in  OCD's  administration  of  their  operations.  We  have  attempted  to  formulate 
recommendations  which  enhance  the  strengths  and  eliminate  the  weaknesses.  We  have 
not  attempted  to  rebuild  the  HDC's  or  OCD  from  scratch,  but  have  accepted  their 
existence  as  established  public  policy. 

Even  if  all  the  recommendations  in  this  report  are  accepted  and  faithfully 
implemented,  we  are  not  sanguine  regarding  the  future  of  the  HDC's.  In  the  first  place, 
the  task  of  the  HDC's  is  extremely  difficult,  primarily  due  to  the  extraordinary  real 
estate  market  in  San  Francisco.  This  situation  shows  no  signs  of  improving  in  the 
foreseeable  future.  Second,  based  on  our  discussions  with  the  staffs  of  the  HDC's  we 
have  observed  that  the  relationship  between  OCD  and  the  HDC's  is  characterized  by  a 
high  degree  of  mistrust  which  make  all  attempts  at  improvement  difficult.  Third,  the 
HDC's  resources  are  very  small  relative  to  their  private  sector  competitors,  and  their 
program  represents  only  a  minor  component  of  the  various  public  sector  housing 
programs. 

Even  if  the  HDC's  achieve  100%  of  their  goals  in  1981,  and  exceed  their  goals  in 
future  years,  it  appears  unlikely,  given  their  limited  resources  and  market  trends,  that 
the  HDC's  will  have  a  significant  effect  on  the  availability  of  low  and  moderate  income 
housing.  The  market  is  simply  working  too  quickly  to  permit  the  HDC's  much  of  a 
chance.  Opportunities  to  provide  low  and  moderate  income  housing  continue  to  be  lost  to 
private  demand.  Not  only  do  the  opportunities  dwindle,  but  the  affordability  problem 
grows.  Therefore,  it  is  critical  that  the  HDC's  seize  the  existing  opportunities 
immediately. 
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DELAYS  IN  IMPLEMENTING  THE  SITE 
ACQUISITION  PROGRAM  HAVE  SLOWED 
THE  PRODUCTION  OF  AFFORDABLE 
HOUSING.  CHANGES     IN     THE     SITE 

ACQUISITION  PROCEDURES  WOULD  HELP 
ACCELERATE  THIS  PRODUCTION. 


Since  1975  OCD  has  allocated  CDBG  monies  to  subsidize  the  purchase  or  lease  of 
lots  or  buildings  for  the  construction  or  rehabilitation  of  low  and  moderate  income 
housing.  From  1975  to  1979  these  site  acquisition  funds  were  assigned  to  specific  areas 
of  the  City,  particularly  Chinatown.  Beginning  in  1980  the  OCD  established  a  City-wide 
site  acquisition  pool,  to  which  HDC's  and  other  public  agencies  would  submit  requests  for 
funds  to  subsidize  specific  housing  projects.  These  site  acquisition  funds  have  been 
allocated  as  follows: 

Amount  ($) 

$500,000 
500,000 
500,000 
300,000 
500,000 
150,000 

1,000,000 

600,000 

2,000,000 

$6,050^000 

In  addition  to  these  funds,  $1,275,000  in  CD  funds  that  were  set  aside  for  the 
purchase  of  the  International  Hotel  have  been  added  to  the  pool  of  site  acquisition  money 
in  the  Chinatown  area.  As  of  February,  1981  $2,050,367  of  the  total  allocation  of 
$7,422,500  had  been  spent  for  site  acquisition.  However,  according  to  OCD 
approximately  $1,671,640  of  site  acquisition  monies  have  been  committed,  but  not  yet 
released  pending  the  completion  of  legal  arrangements  between  the  HDC's  and  OCD  and 
the  lifting  of  certain  contingencies. 

Although  funds  for  site  acquisition  have  been  available  for  6  years,  as  of  February, 
1981  only  167  completed  units  of  housing  had  been  subsidized  through  this  program.  The 
reasons  for  this  low  level  of  production  are  as  follows; 


Year 

Eligible  Area 

1975 

Chinatown 

1976 

Chinatown 

1977 

Chinatown 

South  of  Market 

1978 

Chinatown 

1979 

Bernal  Heights 

1980 

City  wide-Housing 

Development 

Corporations  (HDC's) 

SFRA 

1981 

Citywide-HDC's 

Total 
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As  stated  above,  from  1975  to  1979,  site  acquisition  funds  were  appropriated 
for  expenditure  in  specific  neighborhoods.  Of  the  $2,450,000  appropriated 
during  this  period,  $2,000,000,  or  82.6%,  was  assigned  to  Chinatown. 
However,  for  a  number  of  reasons,  including  the  extremely  high  real  estate 
prices  in  the  area  and  the  problems  in  applying  other  housing  subsidies  such 
as  Section  8  to  the  housing  stock  in  Chinatown,  expenditure  of  these  site 
acquisition  funds  has  been  slow.  In  1980-81  however,  the  Chinese 
Community  Housing  Corporation  has  arranged  some  acquisitions  which  if 
approved  will  provide  337  units  of  subsidized  housing. 

In  1980  OCD  allocated  $1,600,000  in  site  acquisition  money  to  a  citywide 
pool.  Although  the  Board  of  Supervisors  approved  the  budget  in  October, 
1979  and  the  CD  fiscal  year  began  in  February  1980,  OCD  did  not  begin 
soliciting  proposals  from  the  HDC's  until  May  30.  The  regulations  regarding 
the  conditions  under  which  OCD  would  commit  funds  for  site  acquisiton  were 
not  finalized  until  February,  1981  (see  the  next  point).  The  delay  in 
initiating  the  site  acquisition  pool  is  attributable  in  part  to  OCD's  decision  to 
assign  the  task  of  developing  the  site  acquisition  regulations  to  an  outside 
consultant  who  was  hired  to  perform  an  overall  assessment  of  the  City's 
housing  programs.  OCD  explains  the  amount  of  time  required  to  set  up  the 
site  acquisition  pool  as  the  result  of  the  conditions  imposed  by  HUD  on  the 
site  acquisition  program  and  the  diversion  of  staff  time  to  other  projects 
such  as  the  Citywide  Affordable  Housing  UDAG  and  North  of  Market  Hotel 
UDAG.  (The  Citywide  Affordable  Housing  UDAG  was  disapproved  by  HUD 
and  the  Board  of  Supervisors  has  yet  to  grant  final  approval  to  a  redesigned, 
much  smaller  North  of  MarHcet  UDAG.  » 

As  of  February,  1 98 1  none  of  the  corporations  had  signed  the  Housing  Site 
Acquisition  Program  Agreement  (HSAP)  which  OCD  drafted  as  a  prerequisite 
for  receiving  money  from  the  site  acquisition  pool.  The  corporations  raised 
objections  to  a  number  of  clauses  in  the  agreement  which  they  felt  would 
place  impractical  burdens  on  the  management  of  the  properties  and  grant 
OCD  excessive  control  over  the  corporations.  OCD  stated  that  the 
agreement  was  drafted  in  order  to  provide  maximum  assurance  that  the 
projects  financed  under  this  program  are  managed  in  a  proper  fashion.  In 
late  February,  OCD  and  the  HDC's  compromised  on  an  amended  agreement. 
OCD  claims  that  the  original  HSAP  agreement  was  presented  as  a  draft  for 
discussion.  The  HDC's,  however,  state  that  they  never  understood  the  first 
agreement  to  be  a  draft,  and  that  OCD  submitted  it  as  a  prerequisite  for 
receiving  final  approval  for  their  site  acquisition  requests. 

As  of  February,  1981  OCD  had  received  only  15  applications  from  the  HDC's 
for  site  acquisition  funds.  Eight  of  these  applications  were  for  funds  from 
the  citywide  pool,  and  eight  were  applications  for  funding  from  the  previous 
allocations  for  Chinatown,  South  of  Market  and  Bernal  Heights. 
(Applications  for  one  project,  102  South  Park,  requested  funds  from  both  the 
citywide  and  South  of  Market  site  acquisition  pools.)  Initially  OCD 
structured  the  application  process  as  a  series  of  rounds  so  that  applications 
could  be  analyzed  on  a  competitive  basis.  The  volume  of  applications, 
however,  has  been  so  low  that  OCD  has  eliminated  the  rounds,  and  instead  is 
analyzing  applications  on  an  ongoing  basis  as  they  are  submitted. 
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The  problems  experienced  in  implementing  the  site  acquisition  program  are 
symptomatic  of  the  poor  working  relationship  that  exists  between  the  HDC's  and  OCD. 
On  the  one  hand,  OCD  is  expecially  concerned,  after  the  experience  with  the  Bayview 
Hunters  Point  Housing  Corporation,  that  it  have  adequate  assurances  that  CD  funds  are 
being  spent  properly.  The  HDC's,  on  the  other  hand,  have  perceived  what  they  feel  to  be 
a  reluctance  on  the  part  of  OCD  to  commit  funds  for  their  projects  and  have  generally 
assumed  that  a  cooperative  working  relationship  with  OCD  will  not  be  developed. 

Unfortunately,  the  demand-supply  imbalance  for  affordable  housing  in  San 
Francisco  has  continued  to  worsen  while  HUD  policies  to  restrict  site  acquisition  monies 
to  particular  areas  and  the  debate  over  regulations  concerning  the  disbursements  of 
citywide  site  acquisition  pool  monies  have  retarded  the  development  of  housing  units. 
The  performance  of  HDC's  has  been  mixed.  Some,  particularly  TODCO,  Mission  and 
Chinese  Community  Housing  Corporation,  have  been  aggressive  in  preparing  proposals  for 
site  acquisition  projects.  Others,  have  been  slower  to  develop  proposals,  and  have 
submitted  only  one  or  two  applications  (HDNP,  Bernal  Heights  and  Potrero  Hill).  HCI, 
which  concentrates  exclusively  on  marketing  rehabilitation  loans,  has  not  submitted  any 
proposals. 

The  process  of  allocating  HUD's  Section  8  housing  subsidies  offers  an  example  of 
how  the  City  could  accelerate  the  expenditure  of  site  acquisition  funds.  Each  Federal 
fiscal  year  HUD  allocates  Section  8  subsidies  to  cities  using  a  formula  based  on 
population,  income  and  other  factors.  If  a  city  has  not  used  its  allocation  of  Section  8 
units  after  three-quarters  of  the  fiscal  year  have  expired,  HUD  will  reallocate  these 
units  to  other  localities  that  have  viable  projects  that  could  use  the  subsidies.  (Thus 
from  1977-1980  San  Francisco  has  lost  800  units  of  Section  8  housing  to  other 
communities  such  as  Fresno  or  Visalia.)  Similarly,  OCD  could  open  up  the  site 
acquisition  pool  to  the  SFRA  or  to  private  developers  working  in  conjunction  with  non- 
profit corporations  other  than  the  HDC's  who  have  projects  that  would  provide  additional 
units  of  long-term  affordable  housing.  By  adopting  such  a  procedure  OCD  could 
accomplish  the  following  objectives: 

(1)  Accelerate  the  development  of  housing  production  proposals  by  the  HDC's. 
Under  the  current  system  site  acquisition  funds  can  accumulate  over  time 
thus  undermining  the  incentives  for  the  HDC's  to  proceed  quickly  and 
aggressively  with  their  proposals. 

(2)  Increase  the  production  of  low  and  moderate  income  housing  by  other 
developers. 

Implementation  of  the  Budget  Analyst's  recommendation  to  organize  the  financial 
and  real  estate  development  functions  in  a  technical  assistance  corporation  (see  page  21) 
would  mean  a  significant  change  in  site  acquisition  procedures.  Instead  of  eight  HDC's 
submitting  proposals  as  quasi-independent  housing  developers,  this  corporation  would 
develop  the  projects  which  would  be  approved  by  the  corporation's  Board  of  Directors  and 
then  submitted  to  the  Director  of  OCD  for  review  and  approval.  In  this  regard  the 
technical  assistance  corporation  would  be  functioning  as  the  semi-autonomous  housing 
development  department  of  OCD.  Even  if  this  recommendation  is  not  implemented, 
however,  the  effectiveness  of  the  site  acquisition  program  could  be  increased  by  placing 
time  limits  on  the  application  and  review  process  for  the  site  acquisition  pool  and 
establishing  an  annual  deadline  after  which  the  remaining  balance  of  site  acquisition 
funds  would  be  eligible  for  use  by  other  public  agencies  as  well  as  other  non-profit  and 
private  developers. 
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CONCLUSION 

To  date,  the  site  acquisition  program  has  not  been  successful  in  producing 
affordable  housing  for  low  to  moderate  income  households. 


RECOMMENDATION 

-  Impose  deadlines  on  the  application  and  review  process  and  allow  other 
non-profit  agencies  and  developers  to  submit  proposals  for  use  of  uncommitted 
site  acquisition  funds. 

SAVINGS/BENEFIT 

Implementation  of  this  recommendation  will  increase  the  production  of  low 
and  moderate  income  housing  by  instituting  annual  deadlines  and  opening  up  the 
site  acquisition  pool  to  projects  from  other  non-profit  and  private  developers. 
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THE  HDC'S  SUFFER  FROM  A  SHORTAGE 
OF  PRACTICAL  REAL  ESTATE 

DEVELOPMENT  SKILLS  AND  WORKING 
CAPITAL.  THIS  CAN  BE  ALLEVIATED 
THROUGH  STAFF  SHARING  AND 
PROVISION  OF  A  POOL  OF  FUNDS  FOR 
WORKING  CAPITAL. 


The  difficulties  and  complexities  inherent  in  the  use  of  the  available  financing 
instruments  are  compounded  by  the  HDC's  inexperience  in  the  fundamentals  of  routine 
real  estate  transactions.  An  analysis  of  the  resumes  of  the  corporations'  staffs  shows 
that  almost  none  of  the  staff  members  brought  significant  real  estate  development 
experience  to  their  positions.  While  HDC  staff  members  do  have  valuable  experience  in 
areas  such  as  contracting,  design,  and  other  technical  aspects  of  real  estate 
development,  and  while  some  staff  have  learned  a  good  deal  about  real  estate  transations 
on  the  job,  the  general  lack  of  prior  experience  in  conducting  and  negotiating  real  estate 
deals  has  unquestionably  slowed  the  HDC's  progress  toward  achieving  their  goals. 

The  prior  experience  of  HDC  Directors  includes: 

1)  Co-operative  management  and  fundraising  for  community  groups 

2)  Contracting,  architecture  and  design 

3)  Community  organizational  and  legal  services 

4)  Planning,  program  design  and  evaluation 

5)  Civil  rights  advocacy  and  community  work 

6)  Wholesale  hardware 

7)  Community  work 

8)  Community  organizing,  business  management 

9)  Educational  research  and  evaluation 


The  backgrounds  of  assistant  directors  and  development  directors  are  similar  to 
those  of  the  directors,  although  a  few  have  experience  in  financial  analysis  and  real 
estate  sales.  While  the  skills  represented  by  these  backgrounds  are  essential  to  the 
HDC's  functioning,  so  are  the  skills  gained  only  through  experience  in  managing  real 
estate  transactions  from  start  to  finish.  It  is  this  type  of  broad  experience  in  conducting 
real  estate  transactions  which  is  in  short  supply  among  the  HDC  staffs. 

Our  contention  that  these  skills  are  essential  is  evidenced  by  the  fact  that 
TODCO,  which  is  perhaps  the  most  resourceful  performer  of  the  HDC's,  has  several 
individuals  with  broad  real  estate  and  land  development  experience  on  staff.  Similarly, 
the  Mission  HDC,  another  relatively  solid  performer,  has  developed  these  skills  in  some 
of  their  staff.  (The  Mission  HDC  has  been  in  business  longer  than  any  other  existing 
HDC.)  The  Chinese  HDC,  whose  staff  evidences  strength  in  finance  and  planning,  has 
also  performed  well  in  the  highly  competitive  Chinatown  market. 
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We  also  have  noted  that  the  most  successful  HDC's  have  access  to  small  working 
capital  funds  which  they  draw  upon  for  purposes  such  as  options,  advance  transaction 
costs,  consultants,  and  other  costs  which  may  be  reimbursable.  The  availability  of  these 
funds  puts  these  corporations  on  a  more  equal  footing  with  private  entrepreneurs 
competing  for  the  same  properties  who  have  access  to  funds  for  this  purpose.  In  1980, 
OCD  instituted  a  policy  of  providing  up  to  $10,000  in  option  funds  to  HDC's  which  are 
negotiating  purchase  agreements.  This  policy  has  enhanced  the  success  of  some  of  the 
HDC's,  but  could  be  expanded  upon  and  improved  by  providing  a  working  capital  fund  for 
the  HDC's  to  draw  upon  at  their  discretion  for  options  as  well  as  the  other  purposes 
outlined  above.  The  provision  of  such  a  working  capital  fund  can  best  improve  the 
performance  of  the  HDC's  if  it  is  linked  with  an  attempt  to  increase  the  level  of  real 
estate  skills  in  the  HDC's. 

Given  the  experience  of  the  Mission  HDC  in  gaining  skills  on  the  job  over  their 
five-year  history  (TODCO  has  also  been  involved  in  housing  efforts  longer  than  the  other 
HDC's)  it  is  reasonable  to  expect  a  similar  amount  of  learning  time  for  most  of  the  other 
HDC's,  which  have  only  been  in  business  for  two  years.  While  the  HDC's  are  learning 
their  trade,  the  costs  of  rehabilitating  and  constructing  housing  increases,  the  amount  of 
buildable  land  remaining  shrinks,  and  low  and  moderate  income  families  continue  to  be 
displaced.  Moreover,  the  difficulties  inherent  in  using  the  available  financing 
instruments  (described  in  detail  in  the  introduction),  especially  with  regard  to 
affordability,  increase  along  with  housing  costs.  If  the  HDC's  are  to  have  any  beneficial 
long-term  effect  on  housing  opportunities  for  low  and  moderate  income  families,  they 
must  act  quickly  before  the  existing  opportunities  are  permanently  lost.  We  question 
whether  this  learning  period,  in  which  significant  opportunity  costs  will  be  incurred,  is 
desirable. 

One  alternative  way  of  providing  these  skills  to  the  HDC's  would  be  to  fund  an 
additional  position  in  each  HDC.  The  individuals  filing  these  positions  would  have  private 
sector  experience  in  managing  and  negotiating  complex  real  estate  deals.  In  order  to 
hire  such  individuals,  the  HDC's  would  probably  have  to  pay  a  salary  which  exceeds  that 
of  most  of  the  project  directors.  Additionally,  the  volume  of  work  generated  by  most  of 
the  HDC's  does  not  justify  a  full-time  developer  for  each  corporation. 

Another  alternative  would  be  to  require  each  HDC  to  hire  an  experienced 
developer  within  their  existing  budgets.  For  some  of  the  HDC's,  such  as  Mission  and 
TODCO,  this  is  unnecessary  since  their  staffs  already  have  these  skills.  For  other  HDC's, 
this  alternative  would  require  them  to  upgrade  one  of  their  existing  and  perhaps 
necessary  positions. 

A  third  alternative  would  be  for  OCD  to  hire  one  or  two  individuals  with 
development  experience  to  aid  the  HDC's  on  an  as-needed  basis.  One  problem  with  this 
alternative  is  that  the  uneven  workload  generated  by  the  HDC's  would  probably  leave 
these  positions  idle  for  long  periods  of  time.  Another  problem  is  that  OCD  might  use 
these  positions  for  housing  programs  unrelated  to  the  HDC's,  thereby  making  these 
positions  unavailable  to  the  HDC's.  Such  individuals  might  be  viewed  by  the  HDC's  with 
some  justification  as  "super-monitors,"  sent  by  OCD  to  second-guess  their  decisions. 

We  recommend  two  approaches  to  improving  the  HDC's  performance:  I)  The 
HDC's  must  formally  share  the  skilled  staff  which  they  already  possess.  Some  of  the 
HDC's  have  already  recognized  the  need  for  staff-sharing  and  have  done  so  informally  on 
a  very  limited  basis.  If  the  HDC's  are  to  succeed  in  meeting  their  goals,  this  effort  must 
be  strengthened  and  broadened  to  include  all  of  the  organizations.    2)  The  HDC's  should 
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be  provided  with  a  pool  of  working  capital  upon  which  they  could  draw  to  fund 
development  consultants  transaction  costs,  and  options.  Consultants  could  fill  gaps  in 
the  need  for  real  estate  staff  skills  left  after  the  existing  staff  with  real  estate  skill  is 
shared  among  the  organizations.  For  instance,  a  consulting  firm  or  mortgage  banking 
firm  specializing  in  Section  8  developments  might  be  used  by  some  of  the  HDC's  to 
facilitate  and  expedite  the  assembly  of  a  workable  financial  package  for  a  development. 
Some  of  these  costs  would  be  reimbursable  to  the  pool  from  Section  8  or  other  subsidy 
instruments. 

Staff-sharing  should  be  implemented  within  the  funding  and  staffing  constraints 
specified  in  the  following  finding.  The  staffing  configuration  proposed  therein  would 
formally  implement  the  sharing  of  available  real  estate  development  skills.  Additional 
funds  should  be  provided  to  the  technical  assistance  corporation  proposed  in  the  following 
finding  for  working  capital. 

CONCLUSION 

The  HDC's  suffer  from  a  shortage  of  practical  real  estate  development 
skills  and  working  capital.  This  can  be  alleviated  through  formal  staff  sharing  and 
the  development  of  a  pool  of  funds  for  working  capital. 

RECOMMENDATIONS 

Provide  $75,000  to  the  corporations  as  a  working  capital  pool  to  fund  options, 
consultants,  initial  transaction  costs,  and  other  pre-development  costs. 

Implement  formal  staff -sharing  as  outlined  in  the  following  finding. 

COSTS/BENEFITS 

The  benefit  would  be  improved  program  performance. 
The  cost  would  be  approximately  $75,000  annually. 
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THE  CURRENT  STRUCTURE  OF  THE 
HDCS  IS  INEFFICIENT.  THIS  PROBLEM 
COULD  BE  ALLEVIATED  BY  FORMALIZING 
STAFF-SHARING  IN  A  NEW  TECHNICAL 
ASSISTANCE  CORPORATION. 

The  current  structure  of  the  HDC's,  in  which  eight  small  organizations  operate 
independently  of  each  other  within  overlapping  geographic  boundaries,  each  with  its  own 
management,  staffing,  and  administrative  overhead,  has  some  advantages  and  some 
disadvantages.  One  of  the  advantages  of  the  current  structure  is  that  since  the  HDC's 
are  located  in  the  neighborhoods  in  which  they  work,  they  become  quickly  aware  of 
opportunities  for  improving  housing  opportunities.  Also,  their  visibility  in  the 
neighborhoods,  through  their  offices,  their  employees,  and  their  boards  of  directors, 
probably  facilitates  their  marketing  efforts  and  minimizes  the  public  relations  problems 
which  often  arise  in  connection  with  construction  of  subsidized  housing. 

On  the  other  hand,  the  disadvantage  of  the  decentralized  structure  of  the  HDC's  is 
that  it  is  inefficient,  especially  as  compared  to  a  more  centralized  structure.  Currently, 
each  HDC  must  have  its  own  administrative  overhead,  including  rent,  office  supplies,  and 
other  expenses.  Also,  regardless  of  workload  or  output,  each  HDC  has  staff  in  roughly 
similar  positions:  project  directors,  rehabilitation  officers,  financial  officers,  marketing 
directors,  secretaries,  and  accountants.  Therefore,  at  any  given  time,  one  rehabilitation 
officer  may  be  overworked  while  another  one  may  be  idle.  Similarly,  one  financial 
officer  may  be  costing  out  several  proposals  while  another  has  no  projects  in  the  works. 
In  some  cases,  the  total  level  of  output  for  the  year  does  not  justify  a  full-time  position, 
and  it  is  not  practical  to  hire  a  part-time  person.  In  short,  a  decentralized  structure 
makes  the  adjustment  of  staffing  to  workload  difficult,  and  increases  the  likelihood  of 
duplication  of  effort  by  the  HDC's.  Some  of  the  HDC's  have  recognized  these  problems 
and  endorsed  the  concept  of  staff  sharing.  However,  they  have  made  no  formal  attempt 
to  implement  the  concept. 

The  absence  of  any  formalized  staff  sharing  arrangement  among  the  HDC's  has 
created  a  situation  in  which  each  of  the  corporations  is  budgeting  several  positions  that 
have  responsibilities  for  the  development  of  new  construction  or  substantial 
rehabilitation  of  housing  units.  Table  I  presents  a  listing  for  each  corporation  of  these 
positions,  the  amount  of  1981  CDBG  funds  that  have  been  budgeted  for  their  salaries,  and 
the  number  of  projects  that  each  corporation  developed  during  the  1980  CD  program 
year.  These  are  projects  that  have  progresssed  beyond  the  planning  stages  to  the  point 
where  the  HDC  is  putting  together  a  financing  package,  applying  for  OCD  site 
acquisition  funds,  or  in  the  process  of  construction.  All  of  the  HDC's  have  devoted  time 
to  surveying  possible  sites  for  the  development  of  affordable  housing.  However,  sites 
that  only  have  been  designated  as  possible  locations  for  low  and  moderate  income  housing 
are  not  included  as  projects  in  the  process  of  development  in  the  table  below. 

Housing  development  is  not  the  sole  responsibility  assigned  to  the  positions  listed 
below.  For  example,  the  design  and  implementation  of  economic  development  proposals 
is  another  function  of  the  Potrero  Hill  Community  Development  Corporation  (PHCDC). 
Community  liason  and  interagency  coordination  demand  a  good  deal  of  the  time  of  those 
individuals  holding  the  title  of  Director.  Thus,  the  salary  totals  below  do  not  reflect  the 
administrative  costs  of  housing  development  alone.  However,  these  totals  do  indicate 
that  there  is  some  potential  for  consolidating  staff  and  using  CD  resources  more 
efficiently. 
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TABLE 


HDC 


Position  3 


Bernal  Heights  Co-Director 

Community  Foundation  Co-Director 


Chinese  Community 
Housing  Corporation 


Housing  Development 
and  Neighborhood 
Preservation 


Mission  Housing 

Development 

Corporation 

Asian  Inc. 


Potrero 
TODCO 


Executive  Director 
Development  Director 
Housing  Program  Assistant 

Executive  Director 
Associate  Director 
Alternative  Energy 

Sources  Coordinator 
Administrative  Assistant 

Executive  Director 
Rehabilitation  Officer 
Deputy  Director 

Project  Director 
Economic  Developer 
Business  Consultant 

Project  Director 
Housing  Rehab  Officer 

Director  of  Projects 
Assistant  Director  for 
Rehabilitation 


1981  4 
inualized 
Salary 

1980  Proposals: 

Projects 

Developed 

$24,000 
24,000 

2:  4  Units 

24,000 
20,400 
16,800 

4:  342  Units 

27,600 
23,460 

1:  50  Units 

20,400 
20,400 

29,968 
29,661 
28,256 

7:   206  units 

23,986 
21,831 
21,831 

2:  190  Units 

26,345 
23,836 

1:  4-6  Units 

22,000  : 
19,500 

2 

6:  103  Units 

Funds  for  project  proposals  expended  or  reserved,  or  denied  by  OCD.    These  statistics 
are  provided  as  a  comparative  measure  of  activity  levels  of  the  HDC's. 

2 

Salary  paid  entirely  through  the  Chief  Administrative  Officer. 

3  Some  of  these  positions  are  funded  partly  from  other  sources. 

From  1981  work  programs  submitted  to  OCD. 

Another  measure  of  the  inefficiency  of  the  HDC's  is  the  relatively  high  ratio  of 
administrative  costs  to  program  costs.  In  the  upcoming  budget  year,  approximately  $1.2 
million  is  budgeted  for  administration,  while  $3.5  million  is  budgeted  for  site  acquisition 
and  rehabilitation.  So,  about  26%  of  the  total  CDBG  resources  budgeted  for  the  HDC's  is 
for  administration.  The  actual  percentage  may  be  higher  to  the  extent  that  the  HDC's 
are  unable  to  use  their  program  funds,  which  has  occurred  regularly  in  recent  years.  The 
percentage  may  be  lower  to  the  extent  that  HDC's  are  able  to  utilize  program  funds  from 
sources  other  than  CDBG,  such  as  Section  8  or  sources  of  private  capital.  As  we  have 
previously  pointed  out  (see  page  5),  use  of  these  other  funding  sources  is  problematic. 
With  these  qualifiers,  this  percentage  is  illustrative  of  total  administrative  costs,  and  any 
recommendations  aimed  at  improving  efficiency  should  reduce  this  percentage. 
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Another  indication  of  the  need  for  enhanced  coordination  in  the  development  of 
affordable  housing  is  provided  by  instances  of  competition  among  the  HDC's  and  OCD  in 
developing  the  same  housing  sites.  In  one  instance,  OCD  and  Asian  Inc.  submitted 
competing  offers  to  acquire  the  same  Tenderloin  hotel.  Asian  Inc.  offered  $1.9  million 
for  the  Grand  Hotel.  However,  that  agreement  was  never  signed  because  a  realtor  acting 
for  OCD  then  purchased  an  option  to  acquire  the  Grand  for  $2.3  million,  or  $400,000 
higher  than  the  price  offered  by  Asian, Inc.  The  realtor  acting  for  OCD  purchased  the 
option  for  the  Grand  and  approximately  10  other  Tenderloin  hotels  as  part  of  an  Urban 
Development  Action  Grant  (UDAG)  proposal  for  linking  the  construction  of  tourist  hotels 
to  the  rehabilitation  of  older  residency  hotels  in  the  North  of  Market.  A  decision  on  a 
scaled  down  version  of  this  UDAG  proposal,  that  does  not  include  the  Grand  Hotel,  was 
recently  tabled  by  the  Board  of  Supervisors.  Meanwhile,  OCD  has  issued  a  Request  for 
Proposals  (RFP)  to  developers  for  the  Grand  Hotel.  Developers,  however,  have  found 
that  the  development  of  125  Section  8  units  in  the  Grand  is  not  economically  feasible. 

In  another  instance,  two  HDC's,  the  Bernal  Community  Heights  Foundation 
(BHCF)  and  the  Mission  Housing  Development  Corporation  (MHDC),  have  devoted  staff 
time  to  developing  proposals  for  acquiring  and  constructing  housing  units  on  the  same 
site,  the  vacant  Mission  Bowling  Alley  on  the  3300  block  of  Mission  St. 

The  creation  of  a  completely  centralized,  city-wide  HDC  would  eliminate  the 
problems  of  duplication  and  inflexibility  of  staffing.  However,  centralization  would  also 
eliminate  the  advantages  of  neighborhood  proximity  inherent  in  the  decentralized 
structure,  decreasing  the  effectiveness  of  marketing  efforts  and  increasing  the  likelihood 
of  political  resistance  to  housing  efforts.  Although  centralization  of  the  HDC's  would  be 
the  simplest  way  to  improve  operational  efficiency,  it  would  probably  decrease 
effectiveness  .  Centralization  of  these  functions  within  OCD  would  pose  additional 
problems.  First,  the  mistrust  which  we  have  observed  between  OCD  and  the  HDC's 
would  hinder  the  effectiveness  of  technical  assistance  provided  from  that  office. 
Second,  OCD  would  be  tempted  to  siphon  off  these  staff  for  other  work.  The  best 
approach  to  improving  efficiency  would  be  one  which  retains  the  advantages  of  the 
currently  decentralized  structure. 

In  our  previous  finding  we  pointed  out  the  general  lack  of  real  estate  development 
skills  on  the  HDC  staffs,  and  recommended  formal  staff  sharing  and  augmentation  of 
existing  development  skills  in  a  centralized  pool.  A  similar  approach  with  regard  to 
other  staff  skills  such  as  project  direction,  construction  cost  estimation  and  monitoring, 
design,  financial  analysis,  accounting,  clerical,  loan  processing,  and  general 
administration,  would  improve  efficiency  by  eliminating  duplication  and  increasing 
flexibility  of  staffing  to  meet  workload  requirements.  These  staff  skills  could  be  pooled 
into  a  technical  assistance  corporation  while  community  liaison  and  marketing  skills 
continue  to  be  implemented  by  the  individual  HDC's. 

We  recommend  the  creation  of  a  new  technical  assistance  and  development 
organization  which  would  provide  the  project  direction,  construction  cost  estimation  and 
real  estate  development  skills  discussed  in  the  previous  finding.  The  organization  which 
we  propose  here  should  be  viewed  as  a  prototype,  not  as  a  specific  plan  of 
implementation.  The  funding  levels,  staffing,  and  interrelationships  discussed  herein  are 
intended  to  be  illustrative  of  a  general  concept.  Other  variations  on  this  prototype,  such 
as  a  stronger  reliance  on  contracting  technical  assistance  services,  could  provide  benefits 
similar  to  those  described  here. 
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Community  liaison,  marketing  and  property  management  functions  would  continue 
to  be  delivered  by  the  HDC's  in  their  current  locations.  The  new  organization  could 
contract  with  and  receive  funds  from  OCD,  and  would  be  a  non-profit  corporation  with 
one  board  member  drawn  from  each  HDC.  Staff  members  of  the  new  organization  should 
be  individuals  experienced  in: 

Real  estate  development 
Financial  feasibility  analysis 
Loan  processing 

Staff  should  be  drawn  from  the  private  and  public  sectors.  The  director  of  the  staff 
should  have  a  strong  track  record  as  a  successful  real  estate  developer.  The  organization 
would  provide  assistance  to  the  HDC's  on  a  contractual  or  informal  allocation  basis.  The 
executive  management  of  this  technical  assistance  corporation  by  a  Board  of  Directors 
drawn  from  the  HDC's  would  insure  a  sufficient  level  of  community  input  into  the 
allocation  of  staff  resources. 

The  HDC's  should  continue  to  carry  out  those  activities  such  as  marketing, 
community  liaison,  and  property  management,  which  are  most  effectively  and  efficiently 
pursued  on-site.  To  accomplish  this,  each  HDC  should  be  provided  two  staff  persons  each 
for  marketing  and  community  liaison.  In  addition,  the  Mission  HDC  should  be  provided 
staff  to  manage  its  properties. 

We  recommend  funding  the  components  of  this  restructured  effort  as  follows: 

Target  Area  Proposed 


Technical  Assistance  &  Development 

Corporation  -  Citywide 

$375,000 

Inner  Mission  HDC 

100,000 

Bernal  Heights  HDC 

75,000 

PotreroHill  HDC 

75,000 

Chinatown/North  Beach  HDC 

75,000 

South  of  Market  HDC 

75,000 

Outer  Mission  -  Ingleside  HDC 

75,000 

Total* 

$850,000 

The  HDC's  funded  at  $75,000  should  be  able  to  support  community  liaison  and 
marketing  staff,  and  maintain  their  site  offices.  The  Mission  HDC  should  receive  a 
higher  amount  in  order  to  maintain  and  manage  its  property.  The  total  proposed 
administrative  cost,  $850,000,  is  $408,345  less  than  the  1981  administrative  costs  of  the 
HDC's. 

Although  we  are  not  prescribing  a  specific  staff  composition  for  the  proposed 
technical  assistance  and  development  corporation,  we  would  suggest  the  following 
prototype  configuration: 
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Position 

Annual  Salary 

Director 

$45,000 

Assistant  Director 

30,000 

Rehabilitation  Officer 

23,000 

Financial  Analyst  1 

18,000 

Financial  Analyst  II 

23,000 

Loan  Officer 

17,000 

Secretary 

12,000 

Accountant 

16,000 

Total 

$184,000 

An  additional  $75,000  would  be  provided  to  fund  the  working  capital  pool  recommended 
in  the  previous  finding.  Construction  monitoring  and  cost  estimation  services  could  be 
provided  through  consulting  contracts  at  a  cost  of  approximately  $40,000. 

The  working  relationship  between  this  technical  assistance  corporation  and  the 
HDC's  could  be  structured  as  follows:  each  HDC  would  submit  preliminary  proposals  for 
the  development  of  newly  constructed  or  substantially  rehabilitated  housing  units.  These 
would  not  be  formally  developed  proposals  as  are  currently  required  with  the  site 
acquisition  program,  but  simply  a  list  of  possibilities  for  housing  development,  with 
information  as  the  estimated  number  of  units,  and  estimated  cost.  The  technical 
assistance  corporation  staff  would  review  these  proposals  and  develop  a  preliminary  work 
plan  in  which  projects  are  prioritized  according  to  the  staff's  assessment  of  feasibility 
and  community  need.  In  designating  a  proposal  as  priority  project,  the  technical 
assistance  corporation  would  also  assign  one  or  several  HDC's  as  the  lead  housing 
corporation  for  the  project.  As  one  possibility,  the  corporation  would  contract  with  the 
lead  HDC  to  provide  a  specified  number  of  hours  of  professional  service  to  develop  a 
particular  proposal.  Thus,  the  technical  assistance  corporation  staff  would  work,  when 
possible,  at  the  lead  HDC  site  office  in  a  capacity  similar  to  that  of  a  consultant.  In  this 
manner  the  technical  assistance  corporation  would  not  function  as  a  centralized 
corporation,  but  rather  as  a  means  of  providing  the  staff  sharing  that  OCD,  CCHO  and 
HDC's  all  have  endorsed. 

In  addition  to  improving  operational  efficiency  by  facilitating  staffing  flexibility 
this  restructuring  of  the  HDC's  should  have  other  benefits  which  will  enhance  their 
effectiveness.  The  formalization  of  staff -sharing  will  encourage  co-operation  in  areas 
such  as  marketing  and  financing,  in  which  the  HDC's  have  traditionally  engaged  in  non- 
productive rivalries  with  one  another.  Since  the  problems  with  which  the  HDC's  are 
grappling,  the  housing  shortage  and  the  affordability  problem,  are  city-wide  problems,  it 
is  essential  that  the  HDC's  plan  and  co-ordinate  their  efforts  on  a  city-wide  basis.  As 
Benjamin  Franklin  remarked  upon  the  signing  of  the  Declaration  of  Independence,  "We 
must  indeed  all  hang  together,  or,  most  assuredly,  we  shall  all  hang  separately."  Finally, 
this  proposed  restructuring  would  reduce  administrative  costs  by  approximately  25%.  If 
the  administrative  funds  saved  in  this  restructuring  were  re-programmed  for  site 
acquisition  or  rehabilitation,  then  the  percentage  of  total  CDBG  funds  budgeted  for  the 
HDC's  for  administration  would  fall  from  26%  to  18%.  Some  of  the  HDC's  have  argued 
that  a  staff-sharing  concept  such  as  the  Technical  Assistance  Corporation  would 
seriously  weaken  the  community  affiliation  of  the  HDC's  and  jeopardize  their  ability  to 
deal  quickly  and  effectively  with  the  development  opportunities  that  arise  in  their 
neighborhoods.  Certainly,  the  implementation  of  a  Technical  Assistance  Corporation 
would   reduce   on-site   HDC   staffs   from   their   current    levels.      However,  a   technical 
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assistance  corporation  would  provide  an  important  benefit  in  terms  of  the  distribution  of 
resources  to  support  affordable  housing.  For  in  addition  to  the  benefits  of  improved 
efficiency  and  improved  coordination,  the  restructured  effort  described  above  would 
result  in  a  more  equitable  distribution  of  resources  across  the  neighborhoods.  Currently, 
because  of  the  uneven  performance  of  the  HDC's,  some  neighborhoods  are  far  better 
served  than  others.  This  situation  results  in  permanently  lost  opportunities  for  increasing 
the  supply  of  low  and  moderate  income  housing  in  the  neighborhoods  served  by  the  less 
successful  HDC's.  The  restructuring  proposed  herein  would  spread  resources,  both 
financial  and  human,  across  the  needy  neighborhoods  in  a  more  equitable  manner  than  is 
currently  the  case,  and  should  therefore  avoid  the  loss  of  opportunities  which  is  now 
occurring  in  some  needy  neighborhoods. 

The  establishment  of  this  technical  assistance  corporation  would  enable  the  City's 
community  housing  program  to  allocate  staff  resources  in  a  more  effective  manner.  This 
corporation,  under  the  direction  of  the  HDC's,  could  prioritize  projects  so  that  its  real 
estate  development  professionals  could  devote  their  energies  to  the  most  feasible  site 
acquisition  and  rehabilitation  proposals. 

CONCLUSION 

The  current  structure  of  the  HDC's  is  inefficient.    This  problem  could  be 
alleviated  by  formalizing  staff -sharing  in  a  new  technical  assistance  corporation. 

RECOMMENDATIONS 

A  new  technical  assistance  corporation  should  be  created  to  formalize  staff- 
sharing  among  the  corporations. 

The  number  of  HDC's  should  be  reduced  and  their  administrative  staffs  should 
be  scaled  down. 

Reprogram  the  savings  created  by  reducing  administrative  costs  for 
programmatic  purposes  aimed  at  expanding  the  supply  of  low  and  moderate 
income  housing,  such  as  the  Site  Acquisition  Pool. 

SAVINGS/BENEFIT 

An  increase  in  efficiency  by  reducing  the  percentage  of  total  costs  of  the 
HDC's  devoted  to  administration. 

Improved  co-ordination  among  the  HDC's  and  improved  operational  efficiency. 

Improved  program  performance. 

A  more  equitable  distribution  of  resources  across  the  Neighborhood  Strategy 
Areas  and  Neighborhood  Improvement  Areas. 
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THE  OFFICE  OF  COMMUNITY  DEVELOPMENT 
HAS  DUPLICATED  AND  OVER-REGULATED 
THE  ACTIVITIES  OF  THE  HDC'S. 


The  Office  of  Community  Development  has  three  organizational  divisions  which 
deal  with  the  Housing  Development  Corporations.  These  three  divisions  are  the  Housing 
Division,  the  Program  Development  and  Management  Division  and  the  Fiscal 
Management  Division.  These  three  divisions  have  eleven  staff  positions  which  deal  with 
the  HDC's  as  part  of  their  overall  responsibilities.  Other  staff  in  the  Fiscal  Management 
Division  and  Program  Development  and  Management  Division  deal  with  issues  and 
concerns  unrelated  to  the  HDC's. 

These  organizational  divisions  are  functionally  separated.  The  Program 
Development  Division  monitors  the  HDC's  for  contract  compliance.  The  Housing 
Division  provides  technical  assistance,  evaluates  proposals  and  assists  in  financial 
packaging.   The  Finance  Division  allots  funds  and  reviews  expenditures  of  the  HDC's. 

In  addition  to  these  responsibilities  related  to  the  activities  of  the  HDC's,  these 
divisions  have  other  responsibilities  as  well.  The  Housing  Division  works  with  private 
developers  as  well  as  State  and  Federal  city-wide  housing  programs.  The  Program 
Development  and  Management  Division  collects  data  for  the  planning  and  evaluation 
documents  which  OCD  must  prepare  for  HUD  and  also  monitors  the  Economic 
Development  Corporations,  38  community  development  corporations  and  physical 
improvement  projects  throughout  the  City.  The  Finance  Division  has  responsibility  over 
the  entire  OCD  budget.  In  addition,  all  three  divisions  have  some  administrative 
responsibilities  with  respect  to  general  OCD  operations.  According  to  the  directors  of 
these  three  divisions,  their  staffs  collectively  spend  less  than  half  of  their  time  on  HDC- 
related  activities. 

With  the  exception  of  the  monitoring  of  HDC  administrative  activities,  the 
division  of  responsibility  relating  to  the  HDC's  between  the  Housing  Division  and  the 
Program  Development  Division  is  not  clear.  Staff  from  both  divisions  provide  technical 
assistance  to  the  HDC's.  Staff  from  both  divisions  work  on  site  acquisition  issues.  Staff 
from  both  divisions  work  with  HDC  staff  at  all  stages  of  a  project  in  order  to  facilitate 
necessary  approvals.  Staff  from  both  divisions  attempt  to  assist  the  HDC's  in  preparing 
financial  packages  to  support  housina_jjy|^Js.  Although  the  OCD  staff  maintain  that 
there  is  no  overlap  of  responsibility,  our  interviews  clearly  demonstrated  that  such 
overlap  exists. 

In  certain  respects,  the  division  of  responsibility  between  OCD  and  the  HDC's  is 
also  becoming  blurred.  In  recent  months  the  Housing  Division  staff  have  become 
increasingly  involved  in  housing  development  in  geographic  areas  which  are  formally  the 
responsibility  of  the  HDC's.  In  part,  this  activity  may  be  the  product  of  frustration  with 
the  lack  of  housing  activity  on  the  part  of  some  of  the  HDC's.  However,  such  activity 
not  only  duplicates  the  responsibilities  which  are  already  assigned  to  the  HDC's  but  also 
can  actually  result  in  direct  competition  with  HDC's  in  some  instances. 
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The  new  director  of  the  Housing  Division  has  assigned  new  staff  positions  to 
housing  concerns  which  are  beyond  the  purview  of  the  HDC's.  These  assignments  have 
been  made  partially  in  recognition  of  existing  duplication  but  primarily  because  there  are 
geographic  and  programmatic  housing  areas  where  little  or  no  activity  is  taking  place  and 
where  no  HDC's  have  been  established.  Also,  the  staff  of  the  Housing  Division  is 
relatively  small  compared  to  the  housing  staffs  in  other  jurisdictions  so  that  staff  needs 
to  be  allocated  so  as  to  have  the  most  impact  on  the  production  of  housing. 

The  one  administrative  area  where  overlap  does  not  now  occur  is  in  monitoring  the 
administrative  activities  of  the  HDC's.  Currently,  the  Program  Development  Division 
has  this  responsibility  exclusively.  This  monitoring  includes  reviewing  administrative 
expenditures,  processing  budget  modifications,  reviewing  annual  plans  of  the  HDC's, 
visiting  HDC  sites  and  keeping  in  constant  contact  with  HDC  staff.  This  emphasis  on 
monitoring  the  HDC's  is  relatively  recent.  The  three  monitors  which  now  staff  the 
Program  Development  Division  are  just  beginning  their  second  year  in  this  activity. 
Prior  to  that  time,  a  single  staff  member  was  assigned  to  monitor  all  of  the  HDC's. 

The  assignment  of  additional  staff  to  monitor  the  HDC's  allows  the  Office  of 
Community  Development  to  exercise  greater  control  over  HDC  activities.  OCD 
monitoring  staff  are  now  able  to  involve  themselves  in  the  details  of  specific  projects  of 
the  HDC's  whereas  previously  the  monitoring  effort  was  primarily  a  matter  of  processing 
written  reports.  This  increased  monitoring  activity  has  had  no  apparent  direct  impact  on 
the  production  or  rehabilitation  of  low  and  moderate  income  housing,  however.  In  fact, 
the  number  of  housing  units  rehabilitated  as  a  result  of  HDC  activity  actually  declined 
during  1980  compared  to  the  number  rehabilitated  in  1979  even  though  OCD  has 
established  rehabilitation  of  housing  units  as  a  primary  goal.  Furthermore,  in  spite  of  the 
increased  monitoring  effort,  current  information  on  the  HDC's  progress  and 
accomplishments  regarding  the  achievement  of  their  housing  goals  is  often  not  available 
from  OCD  staff. 

It  is  the  perception  of  the  HDC  staffs  that  the  increased  OCD  monitoring  has 
actually  decreased  their  activity  in  the  production  of  housing.  They  claim  that  between 
30%  and  40%  of  their  total  staff  time  is  spend  in  meeting  with  OCD  monitoring  staff, 
responding  to  questions  from  OCD  staff  and  filling  out  OCD  forms  and  reports.  Precise 
records  of  the  amount  of  time  spent  in  such  activity  are  not  available  and  accountability 
for  the  expenditure  of  public  funds  is  necessary.  However,  over-regulation  can 
sometimes  be  counter-productive  in  that  the  activity  being  regulated  becomes  impeded 
by  the  act  of  regulation. 

To  summarize,  with  respect  to  the  HDC's,  the  housing  activities  of  the  OCD  staff 
are  at  times  duplicative  and  at  times  competing  while  the  OCD  monitoring  activities 
increasingly  require  the  HDC  staff  to  pay  attention  to  administrative  details.  These 
efforts  by  OCD  have  not  had  any  discernible  impact  on  the  accomplishment  of  OCD 
housing  goals  through  the  activities  of  the  HDC's  and,  in  at  least  one  instance,  have 
proved  counter-productive  (the  Grand  Hotel  purchase  attempt  -  see  page  23). 
Consequently,  a  different  allocation  of  OCD  staff  resources  may  be  appropriate. 
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To  a  large  extent,  the  problems  of  overlap  and  duplication  within  OCD  could  be 
addressed  by  a  consolidation  of  all  housing  activities,  including  the  monitoring  of  the 
HDC's  into  one  division.  Such  a  consolidation  would  allow  for  the  administrative  and 
program  review  by  the  same  staff.  The  problem  of  duplication  with  the  HDC's  and  the 
question  of  over-regulation  of  the  HDC's  would  not  necessarily  be  addressed  by  this 
consolidation.  A  consolidated  Housing  Development  Division  could  deploy  staff  resources 
in  such  a  way  as  to  increase  direct  competition  with  the  HDC's  while  at  the  same  time 
increasing  the  monitoring  activity.  However,  such  a  use  of  scarce  staff  resources  would 
prevent  the  accomplishment  of  other  housing  goals  which  have  been  established  by  OCD 
staff.  By  contrast,  a  redeployment  of  staff  within  a  consolidated  Housing  Development 
Division  could  facilitate  the  accomplishment  of  these  goals  while  leaving  responsibility 
for  housing  production  in  certain  specified  areas  with  the  HDC's. 

The  production  of  housing  by  a  consolidated  Housing  Development  Division  would 
be  further  facilitated  if  that  division  were  relieved  of  some  of  the  planning  and 
administrative  responsibilities  currently  assigned  to  the  Program  Development  Division 
and  Housing  Division.  Such  planning  responsibilities  include  preparing  plans  and 
documents  for  HUD,  dealing  with  the  HUD  bureaucracy,  preparing  annual  and  quarterly 
reports  and  dealing  with  the  local  bureaucracy.  By  assigning  these  responsibilities 
elsewhere,  the  consolidated  Housing  Development  Division  could  concentrate  on  the 
production  of  housing. 

CONCLUSION 

The  OCD  staff  duplicates  and  over-regulates  the  activities  of  the  HDC's  in 
some  instances.  This  situation  has  not  increased  the  production  of  low  and 
moderate  income  housing  and  has  made  it  difficult  to  determine  responsibility  for 
housing  activities  in  the  areas  formally  assigned  to  the  HDC's. 

RECOMMENDATIONS 

We  recommend  that  the  Housing  Division  and  two  monitors  from  the 
Program  Development  Division  of  OCD  be  consolidated  into  a  Housing 
Development  Division.  This  division  would  have  responsibility  for  all 
activities  of  the  HDC's  with  the  exception  of  allotments  and  expenditure 
controls  which  would  continue  to  be  the  responsibility  of  the  Finance 
Division.  This  division  would  also  continue  to  have  the  city-wide  housing 
responsibilities  currently  assigned  to  the  Housing  Division. 

We  recommend  that  the  consolidated  Housing  Development  Division  cease 
all  housing  development  activities  in  the  geographic  areas  currently  assigned 
to  the  HDC's  with  the  exception  of  technical  assistance  and  project  review 
on  projects  developed  by  the  HDC's. 

We  recommend  that  the  consolidated  Housing  Development  Division  re- 
evaluate the  monitoring  requirements  established  for  the  HDC's  in  the  light 
of  scarce  staff  resources  and  other  housing  responsibilities  assigned  to  the 
division. 
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We  recommend  that  the  remaining  staff  positions  in  the  Program 
Development  and  Management  Division  assume  the  planning  and 
administrative  functions  now  assigned  to  both  the  Housing  Division  and  the 
Program  Development  Division  as  well  as  retaining  the  responsibility  to 
monitor  the  economic  development  corporations  and  other  activities 
receiving  OCD  funding  which  are  not  related  to  housing. 


BENEFITS 


Reduced  duplication  within  OCD  and  more  efficient  use  of  OCD  staff. 

Reduced  duplication  between  OCD  and  the  HDC's. 

Clear    assignment    of    responsibility    for    housing    production    in    specified 
geographic  areas. 


BOARD  OF  SUPERVISORS 
— BUTXifcl  ANALYSI 

-30- 


THE  CITY'S  DEFERRED  PAYMENT  LOAN 
PROGRAM  IS  AN  INAPPROPRIATE 
STRATEGY  FOR  MEETING  THE  CITY'S 
HOUSING  NEEDS. 


Rehabilitation  Loans 


From  1979  to  1981  OCD  has  allocated  $3,292,000  to  finance  the  rehabilitation 
loan  program  of  the  HDC's.  During  this  time  the  rehabilitation  program  of  OCD  and  the 
HDC's  has  changed.  In  the  1979  program,  one  approach  was  to  use  CD  funds  to  leverage 
additional  private  dollars  for  investment  in  rehabilitation.  These  leveraging  efforts  were 
structured  so  that  CD  funds  were  used  to  lower  the  effective  interest  rates  on 
rehabilitation  loans  to  property  owners.  The  HDC's  have  used  $246,093  of  the  1979 
appropriation  of  $585,900  to  make  185  loans.  Some  of  these  are  deferred  loans  in  which 
the  borrower  makes  no  payments  until  the  property  is  sold.  At  that  time  the  City  is 
repaid  the  loan  amount  plus  3%  interest.  (In  some  cases  there  is  no  interest  charged.) 
Only  households  at  80%  of  SMSA  (Standard  Metropolitan  Statistical  Area)  median  income 
were  eligible  for  these  loans.  The  Budget  Analyst's  review  of  the  loans  made  under  this 
program  found  that  all  loan  recipients  did  meet  the  eligibility  standards. 

In  December  1979,  an  Administrative  Complaint  was  filed  regarding  the  City's 
1980  Community  Development  Block  Grant  Program  and  Housing  Plan.  One  of  the 
complainants  was  the  Potrero  Hill  Community  Development  Corporation.  In  its  critique 
of  the  City's  Housing  Plan,  the  complaint  questions  "the  City's  emphasis  on  rehabilitation 
rather  than  new  construction  and  the  impact  of  the  rehabilitation  programs  upon  the 
lower-income  residents  they  are  intended  to  benefit."  In  January,  1980  HUD  issued  a 
monitoring  report  in  which  it  stated  that  its  "greatest  concern  with  regard  to  the  HDC's 
has  to  do  with  the  degree  to  which  their  rehabilitation  activities  .  .  .  have  benefited  low 
and  moderate  income  persons." 

In  1980  an  outside  consultant  performed  an  overall  appraisal  of  the  City's  housing 
programs  and  recommended  changes  in  the  OCD  rehabilitation  loan  programs.  First,  the 
consultant  recommended  that  OCD  abandon  its  efforts  at  leveraging  below  market  rate 
rehabilitation  loans  and  instead  target  rehabilitation  money  towards  the  poorest  tenants 
and  homeowners  through  an  expanded  deferred  payment  loan  program.  Unlike  a 
leveraged  loan,  a  deferred  payment  loan  requires  no  monthly  payment  and  thus  would  not 
impose  a  burden  on  those  households  in  need  of  housing  rehabilitation  but  without  the 
resources  to  finance  it.  Second,  it  was  recommended  that  OCD  take  advantage  of  the 
expertise  of  private  lenders  in  processing  loans  and  arrange  to  have  the  deferred  payment 
loan  program  handled  by  a  single  bank  rather  than  delegating  loan  processing  to  the  HDC 
and  OCD  staff.  Third,  the  consultant  recommended  that  the  various  marketing  programs 
that  the  HDC's  had  established  for  the  earlier  rehabilitation  loan  programs  be 
standardized,  and  that  one  marketing  brochure  and  loan  application  be  developed. 

During  1980  $800,000  in  CD  funds  were  allocated  for  rehabilitation  loans.  The 
1980  CD  year  began  in  February,  1980.  OCD  did  not  present  its  preliminary 
recommendations  on  the  rehabilitation  loan  program  until  May  and  did  not  begin 
soliciting  proposals  from  private  lenders  until  June.  The  procedures  for  the  deferred 
payment  rehabilitation  loan  program  were  not  finalized  until  January,  1981.  As  of 
February,  1981,  the  first  month  of  the  1981  program  year,  not  one  deferred  payment  loan 
had  been  made  from  the  1980  deferred  payment  loan  pool. 
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OCD  attributes  a  significant  portion  of  the  delay  in  implementing  the  Deferred 
Payment  Loan  Program  to  difficulties  in  negotiating  a  satisfactory  contract  with  a 
private  lender  for  the  loan  processing  services.  The  original  bid  for  servicing  these  loans 
was  from  Crocker  Bank.  However,  at  that  time  OCD  felt  that  Crocker's  fees  were  too 
high  and  efforts  were  made  to  solicit  bids  from  other  banks.  In  the  end  OCD  decided 
upon  Crocker.  However,  the  negotiations  for  the  contract  for  these  loan  services  took 
almost  five  months.  According  to  OCD  the  main  issue  was  the  definition  of  the  City's 
liability  for  these  loans.  The  delay  in  implementing  this  program  has  proven  extremely 
frustrating  for  the  HDC's,  for  whom  marketing  the  program  was  a  major  component  of 
their  work  program.  Long  waiting  lists  have  resulted,  and  in  the  case  of  at  least  one 
HDC,  individuals  who  expressed  an  interest  in  the  program  have  died  in  the  interim. 

Meanwhile,    the    high    level    of    interest    rates    during    1980    reduced    both    the 

availability  and  desirability  of  other  publicly  financed  rehabilitation  programs  such  as 

CHFA  loans.    These  market  conditions,  combined  with  the  OCD's  delays  in  implementing 

the  City  deferred  payment   loan  program,  considerably  reduced  the  rehabilitation  loan 

i  programs  of  the  HDC's. 

OCD  has  structured  the  City's  Deferred  Payment  Loan  Program  (CDPL)  to 
coordinate  it  with  City's  Systematic  Code  Enforcement  Program  (SCEP).  The  City 
instituted  SCEP  in  1968  for  the  approximately  19,000  buildings  in  the  City  with  three  or 
more  residential  dwellings.  Each  year  the  Bureau  of  Building  Inspection  (BBI)  performs  a 
complete  inspection  of  approximately  1,000  buildings  and  enforces  full  compliance  with 
the  Housing  Code  for  those  buildings.  The  owners  of  these  buildings  are  required  under 
law  to  bring  their  building  into  full  compliance  with  the  housing  code  within  a  given 
period  of  time.  No  such  code  enforcement  program  exists  for  buildings  with  one  or  two 
units.  According  to  BBI  there  are  approximately  2,500  buildings  that  are  or  will  be 
active  cases  during  the  1981  calendar  year.  In  order  to  coordinate  the  loan  program 
(CDPL)  with  the  code  enforcement  effort,  OCD  has  decided  that  only  buildings  with  3  or 
more  residential  units  that  are  currently  subject  to  code  enforcement  action  by  BBI  must 

|  comply  fully  with  the  San  Francisco  Housing  Code  after  CDPL  financed  rehabilitation. 

I  Other  buildings  must  comply  with  HUD  Section  8  Existing  Housing  Quality  Standards  and 
San  Francisco  Fire  Protection  requirements.     The  effect  of  not  requiring  full  Housing 

|  Code    compliance    for    buildings    not    under    SCEP    is    to    eliminate    the    need    for 

|  comprehensive  inspection  by  a  City  Building  Inspector  and  thus  increase  the 
attractiveness  of  the  CDPL  program,  and  in  some  cases  to  reduce  the  costs  of  required 
rehabilitation. 

Under  the  City's  Deferred  Payment  Loan  Program  (CDPL),  rehabilitation  funds 
are  available  for  low  interest,  deferred  payment  loans  to  assist  the  rehabilitation  of 
substandard  housing  with  low  income  occupants.  The  maximum  loan  amount  for  1-2  unit 
buildings  is  $12,000  for  units  that  are  not  subject  to  BBI  code  enforcement  and  $20,000 
for  units  that  must  be  brought  into  full  compliance  with  the  Housing  Code.  The 
maximum  loan  amount  for  multi-unit  buildings  (3  or  more  units)  is  $10,000  per  apartment 
unit  and  $5,000  per  guestroom  unit  for  buildings  not  subject  to  code  enforcement  and 
$15,000  -  $17,000  per  apartment  and  $10,000  per  guestroom  for  buildings  under  SCEP. 
The  interest  rates  are  3  percent  for  single  family  loans  and  6  percent  for  multi-family; 
interest  is  simple  interest,  not  compound.  The  loan  is  due  and  payable  upon  sale  or 
transfer  of  the  property  or  after  ten  years,  whichever  occurs  first.  In  the  case  of  an 
elderly  owner  (60  years  or  older),  the  term  of  the  loan  may  be  extended  until  sale  or 
transfer  of  the  property.  Low  and  moderate  income  occupants  and  non-profit 
corporations  may  extend  the  term  of  the  loan  for  an  additional  ten  years  provided  income 
eligibility  requirements  are  met. 
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The  HDC's  are  responsible  for  marketing  the  CDPL  program,  screening  applicants, 
and  with  the  assistance  of  the  Bureau  of  Building  Inspection,  inspecting  properties  and 
verifying  estimates  of  the  cost  of  rehabilitation.  The  servicing  agent,  Crocker  Bank, 
reviews  the  loan  applications,  prepares  the  loan  documents,  and  performs  the  steps 
necessary  to  close  the  loan  and  transfer  the  funds.  The  HDC  is  responsible  for 
monitoring  the  rehabilitation  work,  while  Crocker  Bank  disburses  funds  to  the  contractor 
as  the  work  proceeds.  Once  the  rehabilitation  is  complete,  the  HDC  is  responsible  for 
enforcing  the  requirement  that  51  percent  or  more  of  the  households  of  multi-family 
buildings  (3  or  more  units)  be  low-moderate  income  (below  80%  of  SMSA  median 
income).  Collection  of  the  loan  when  it  becomes  due  is  the  responsibility  of  Crocker 
Bank. 

The  cost  to  the  HDC's  of  marketing  and  monitoring  these  rehab  activities  is  to  be 
covered  by  their  CDBG  funded  administrative  budgets.  Crocker  Bank  is  to  be  paid  a  fee 
of  $70  for  each  loan  it  processes  which  is  paid  out  of  the  loan  balance  plus  another  fee  of 
$93  to  cover  other  loan  processing  expenses.  In  addition  Crocker  will  receive  $40  per 
month  for  the  duration  of  the  agreement  with  the  City,  paid  out  of  CDBG  funds. 

In  approving  the  City's  1981  CD  program  HUD  expressed  its  concern  about  the 
lack  of  performance  within  the  Neighborhood  Strategy  Areas,  which  are  HUD-defined 
geographic  areas  where  programs  are  targeted,  particularly  with  regard  to  housing 
rehabilitation.  HUD  stated  that  the  City  had  not  "developed  and  implemented  a 
rehabilitation  program  which  effectively  benefits  low-income  residents  or  which  would 
result  in  a  sufficient  increase  in  the  supply  of  habitable  units  for  low-income  families." 
HUD  pointed  out  that  in  1979  OCD  set  a  three  year  goal  of  7,736  rehabilitated  housing 
units,  but  that  by  the  end  of  1979  the  City  had  rehabilitated  only  479  units,  or  6.2%  of 
the  three  year  goal.  In  light  of  this  low  level  of  performance,  HUD  placed  a  condition  on 
its  approval  of  the  City's  1981  CD  budget:  $7  million  of  the  City's  1981  CD  program  of 
$28,098,000  would  be  withheld  pending  further  information  on  OCD's  rehabilitation  and 
site  acquisition  programs  and  "a  demonstration  on  the  City's  part  that  it  can  meet  its 
rehabilitation  goals."  After  negotiations  between  HUD  and  OCD  it  was  decided  that  the 
City's  performance  in  rehabilitating  housing  units  in  the  NSAs  would  be  the  criteria  upon 
which  the  decision  to  release  the  $7  million  would  be  based.  HUD  did  offer  to  reduce 
this  reserve  dollar  for  dollar  for  any  monies  reprogrammed  from  non-housing  programs  to 
housing  activities.   To  date  no  major  reprogramming  of  CDBG  funds  has  been  proposed. 

All  but  one  of  the  HDC's  have  allocated  staff  resources  to  both  rehabilitation  and 
production  of  low  and  moderate  income  housing.  The  one  exception  is  the  Housing 
Conservation  Institute  (HCI)  which  has  concentrated  on  providing  rehabilitation  loans  in 
the  OMI  neighborhood  primarily  for  single  family  homes.  HCI  was  started  with  private 
foundation  grants  as  a  vehicle  for  facilitating  reinvestment  in  an  urban  neighborhood.  As 
the  discussion  below  explains,  this  exclusive  focus  on  rehabilitation  is  no  longer  an 
appropriate  use  of  the  City's  CDBG  funds. 
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OCD's  decision  to  focus  on  rehabilitation  is  unfortunate  in  two  respects.  First  it 
does  not  address  the  most  critical  housing  problem  in  San  Francisco  which  is  the 
imbalance  between  the  supply  and  demand  for  affordable  housing  units.  To  the  extent 
that  the  City's  rehabilitation  program  focuses  on  rehabilitating  uninhabitable  or  vacant 
units,  it  will  address  the  need  to  produce  more  affordable  housing.  However,  any 
rehabilitation  of  occupied  and  marginally  substandard  units  will  not  represent  an  increase 
in  the  production  of  affordable  housing.  Also,  since  the  CDPL  includes  loans  for  the 
rehabilitation  of  single  family  homes  it  is  targeting  scarce  resources  at  a  group  that  is 
extremely  small  relative  to  the  population  of  low  income  tenants.  According  to  the  1979 
Housing  Assistance  Plans  (HAP)  there  were  77,320  lower  income  rental  households  in 
need  of  housing  assistance,  but  only  1,315  lower  income  owner  households  in  need  of 
assistance.  Second,  this  concentration  on  rehabilitation  places  an  emphasis  on  the  as  yet 
untried  CDPL  program  described  above.  As  currently  structured,  there  may  be  serious 
problems  with  the  CDPL  program: 

Once  the  rehabilitation  of  a  structure  is  complete,  it  is  the  responsibility  of 
the  HDC  to  monitor  the  occupants  in  order  to  insure  that  51%  of  the 
residential  units  are  rented  to  low  and  moderate  income  households.  If  any 
units  are  vacant  when  an  owner  applies  for  a  CDPL  loan,  these  units  may  be 
counted  against  the  required  number  of  low  and  moderate  income  units  if  the 
owner  agrees  in  writing  that  these  units  will  be  rented  to  such  households. 
There  is,  however,  no  assurance  that  the  HDC's  will  be  successful  in  these 
monitoring  efforts.  This  monitoring  responsibility  will  place  an  additional 
administrative  responsibility  on  the  HDC's  or  their  designates,  and  thus  even 
if  the  City  ceases  to  make  rehabilitation  loans,  or  if  the  HDC's  discontinue 
operations,  some  funding  will  be  necessary  to  support  this  monitoring  effort 
in  order  to  preserve  these  units  as  affordable  housing. 

According  to  the  City  Attorney,  the  requirements  for  low  and  moderate 
income  tenant  occupancy  are  limited  to  the  life  of  the  loan.  Thus  an  owner 
could  eliminate  the  rental  quotas  by  repaying  the  loan  in  advance.  However, 
if  the  loan  is  repaid  before  5  years  have  expired,  the  borrower  must  repay 
the  loan  at  the  prevailing  interest  rate  at  that  time  for  home  improvement 
loans.  After  5  years,  though,  an  owner  would  be  free  to  repay  or  refinance 
the  CDPL  loan  and  eliminate  the  requirement  to  rent  a  majority  of  units  to 
low  and  moderate  income  tenants.  According  to  the  City  Attorney,  the  City 
cannot  enforce  any  stricter  requirements  since  this  is  the  standard  used  in 
other  Federal  rehabilitation  programs.  Thus  if  a  building  is  not  owned  by  an 
elderly  or  handicapped  individual  or  a  non-profit  corporation,  the  CDPL 
program  can  guarantee  that  the  majority  of  beneficiaries  of  the 
rehabilitation  work  will  be  low-moderate  income  households  for  ten  years  at 
the  most. 


CONCLUSION 

Delays  in  the  implementation  of  the  CDPL  program  have  handicapped  the 
housing  rehabilitation  efforts  of  the  HDC's.  More  significantly,  however,  the 
CDPL  program  is  an  inappropriate  strategy  for  meeting  the  City's  needs  for  low  to 
moderate  income  housing  since  it  is  not  oriented  to  increasing  the  production  of 
affordable  housing. 
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RECOMMENDATION 

Prohibit  loans  for  the  rehabilitation  of  single  family  homes  except  in 
the  case  of  buildings  that  are  currently  vacant. 

Limit  loans  for  the  rehabilitation  of  multi-unit  buildings  to  structures 
that  are  in  need  of  substantial  rehabilitation,  or  that  have  a  significant 
number  of  vacant  units. 

Reallocate  CDBG  funds  that  are  not  used  for  the  rehabilitation  of 
vacant  or  seriously  substandard  housing  to  the  site  acquisition  pool. 

SAVINGS/BENEFIT 

Implementation  of  these  recommendations  will  help  increase  the  production 
of  affordable  housing  for  low  to  moderate  income  households  by  channeling  money 
away  from  rehabilitation  and  towards  production. 
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RESPONSE  BY  COUNCIL  OF  COMMUNITY  HOUSING  ORGANIZATIONS  TO  THE  REPORT  OF  THE 
BUDGET  ANALYST  ON  THE  OPERATIONS  OF  THE  HOUSING  DEVELOPMENT  CORPORATIONS 

A.  OVERVIEW 

The  Council  of  Community  Housing  Organizations  (CCHO)  welcomes  the  Rose 
Report  on  Housing  Development  Corporations  (HDCs).  The  Report  confirms  CCHO's 
contention  that  community  based,  non-profit  housing  development  corporations 
have  an  important  role  in  providing  affordable  housing  for  low  and  moderate 
income  residents.  The  findings  verify  that  the  HCDs  have  succeeded  in  producing 
low  and  moderate  income  housing  and  in  overcoming  the  market  and  financing  problems 
faced  by  other  housing  agencies.! 

This  Report,  however,  spotlights  OCD's  administration  of  the  HDCs  and  the 
agency's  direct  responsibility  for  seriously  delaying  implementation  of  key 
HDC  housing  finance  programs. 

It  is  pointed  out  that: 

1.  OCD  uses  11  staff  persons,  part  or  full  time,  to  monitor  and 
administer  the  activities  of  8  HDCs  (pg.  27); 

2.  OCD's  staff  duplicates  its  own  "oversight"  functions  (pg.  27); 

3.  OCD  has  actually  competed  against  HDCs  in  acquiring  sites,  resulting 
in  higher  acquisition  costs  (pg.  23); 

4.  OCD  staff,  and  not  the  HDCs,  is  responsible  for  a  16  month  delay 
in  making  the  Site  Acquisition  Pool  operational  (pg.  15); 

5.  OCD  staff,  not  the  HDCs,  was  responsible  for  a  14  month  delay  in 
making  the  City  Deferred  Payment  Loan  Program  (rehabilitation) 
operational  (pg.  31-32);  and 

6.  OCD  over-regulation  of  HDCs  has  not  favorably  impacted  on  housing 
production,  and  that  even  with  increased  monitoring,  "current 
information"  on  HDC  programs  is  "often  not  available  from  OCD 
staff." 

In  conclusion,  the  Report  states  that: 

The  Office  of  Community  Development  (OCD)  staff  duplicates  and  over- 
regulates  the  activities  of  the  HDCs  in  some  instances.  This  situation 
has  not  increased  the  production  of  low  and  moderate  income  housing 
and  has  made  it  difficult  to  determine  responsibility  for  housing 
activities  in  areas  formally  assigned  to  the  HDCs.  (pg.  29). 

Hopefully,  the  Report  will  be  taken  seriously,  and  the  Board  of  Supervisors 
will  direct  the  Mayor's  Office  of  Community  Development  to  end  its  counter  pro- 
ductive and  bureaucratic  over-regulation  of  the  HDCs  and  instead  assist  them  in 
getting  on  with  the  job  of  producing  affordable  housing  for  lower  income  San 
Franciscans. 

The  most  important  statement  of  this  Report  is  the  need  for  and  effectiveness 
of  decentralized  community  based  HDCs.  The  notion  of  a  fully  centralized,  citywide 
HDC  to  replace  neighborhood-based  operations  is  rejected: 

Centralization  would...  eliminate  the  advantages  of  neighborhood  proximity..., 
For  Budget  Analyst's  response,  see  page  42. 
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decreases  the  effectiveness  of  marketing  efforts  and  increases  the  likelihood 
of  political  resistance  to  housing  efforts. . .The  best  approach  to  improving 
efficiency  would  be  one  which  retains  the  advantages  of  the  currently  de- 
centralized structure,   (pg.  23). 

Although  CCHO  has  serious  problems  with  the  recommendation  concerning  a 
proposed  citywide  Technical  Assistance  Corporation  we  nonetheless  take  heart 
in  the  Reports  embrace  of  neighborhood  based  HDCs.  The  Report's  overview 
supports  the  basic  portions  that  CCHO  has  been  articulating  for  the  last 
rthree  years  (with  only  minimal  positive  response  from  City  officials):  However, 
!;we  must  address  some  of  the  specific  recommendations,  which  are  discussed  below. 

B.   PERFORMANCE 

The  Report  states  that  the  "HDCs  have  not  achieved  their  objectives."  Yet, 
it  does  point  out  that  site  acquisition  and  rehabilitation  pool  funds  were  "not 
available  to  the  HDCs  for  a  major  part  of  the  year."  Other  statements  in  the 
'Report  make  it  clear  that  in  fact  no  pool  funds  were  released  to  HDCs  for  housing 
projects  in  1980. 

Nevertheless,  the  performance  analysis  could  be  interpreted  as  an  indictment 
against  HDC  capabilities,  an  indictment  which  stands  only  if  one  does  not  consider 
the  performance  of  City  housing  agencies  that  operate  under  more  favorable  conditions 
than  do  the  HDCs.  For  example,  $9  million  in  CDBG  funds  were  available  to  the 
San  Francisco  Redevelopment  Agency's  Western  Addition  -A2  project  in  1980.  During 
that  same  period,  total  CDBG  allocations  to  HDCs  was  only  $3  million.  In  a  letter 
to  the  Citizens  Committee  for  Community  Development  (CCCD),  dated  April  22,  1981, 
the  Agency  Director  reported  that  in  1980  the  WA-A2  project  produced  106  newly 
constructed  lower  income  units  and  8  lower  income  affordable  rehabilitated  units. 
Using  Rose  Report  figures,  the  aggressiveness  and  creativity  of  the  HDCs  enabled 
the  production  of  123  newly  constructed  and  186  rehabilitated  units  for  lower- 
income  residents.  In  a  verbal  presentation  to  the  CCCD  on  April  23,  1981,  the  SFRA 
WA-A2  Director  explained  that  the  lack  of  government  subsidy  programs  made  it  nearly 
impossible  for  the  Agency  to  produce  affordable  housing.  Those  same  financing  problems 
have  plagued  the  HDCs;  yet  with  less  resources  (and  none  of  their  CDBG  pool  funds), 
they  still  outproduced  the  SFRA. 

The  Report  does  indicates  that  the  HDCs  have  a  substantial  number  of  projects 
underway.  Present  activity  shows  that  the  HDCs  will  not  only  meet  their  rehab 
goals  but  will  greatly  exceed  their  new  construction  objectives.  The  Performance 
Chart  on  page  12  of  the  Rose  Report  only  chronicles  the  progress  of  the  HDCs  up  to 
December  30,  1980  which  does  not  correspond  with  the  fiscal  year  of  the  HDCs  which 
ends  February  28,  1981.  The  goals  are  projected  for  the  fiscal  year;  therefore 
the  performance  report  also  should  be  based  on  the  fiscal  year.  Moreover,  the 
performance  chart  does  not  give  credit  for  projects  "in  progress"  which  is  particularly 
important  in  housing  production  since  the  development  process  often  times  takes 
more  than  2  years.  The  following  chart  gives  information  about  projects  in  progress 
which  were  not  included  in  the  Rose  Performance  Chart. 

HDC  Housing  Production  Presently  in  Progress 

Corporation  #  of  New/Purchase  Units  #  of  Rehab  Units 
HTJP                     51 

CCHC  230  171 

PHCDC  68  5 

T0DC0  107  25 

BHCDC  —  n 

-37- 


C.  SKILLS 

The  Report  concludes  that  some  HDCs  suffer  from  a  lack  of  real  estate  skills. 
Unfortunately,  that  conclusion  was  based  solely  upon  a  review  of  HDC  staff  resumes 
and  not  upon  a  comprehensive  review  of  HDC  staff  performance.  Additionally,  it 
does  not  consider  skilled  staff  added  since  the  end  of  1980.  Most  importantly, 
it  totally  ignores  the  most  basic  test  of  housing  development  skills  --  actual 
housing  production. 2 

The  Report  also  places  an  undue  emphasis  upon  real  estate  skills  as  a  key 
factor  in  performance.  This  violates  a  major  conclusion  of  the  Report  which 
lays  the  blame  for  any  lack  of  performance  by  HDCs  (as  well  as  City  agencies) 
upon  unfavorable  market  conditions,  government  subsidy  cutbacks  and  delays  in 
OCD  implementation  of  the  housing  acquisition  and  finance  pools.  In  short,  the 
key  factors  are  the  ready  availability  of  sufficient  finance  capital  to  compete 
in  the  City's  housing  market  and  adequate  subsidy  funds  to  reduce  costs  to  a 
level  where  projects  are  truly  lower-income  affordable.3 

In  defending  the  importance  of  skills,  the  Report  cites  one  particular  HDCs 
staff  skills  and  past  achievements.  In  fact,  the  individual  who  is  primarily 
responsible  for  that  production  record  has  only  been  on  staff  for  three  years 
bringing  no  initial  real  estate  training  or  experience  whatsoever  with  him.  He 
attributes  his  success  record  solely  to  this  HDCs  access  to  a  source  of 
housing  finance  funds  independent  of  OCD  control. 

Access  to  housing  finance  funds  rather  than  "on  paper"  real  estate  skills 
is  the  critical  factor  to  consider  in  analyzing  corrective  measures  to  improve 
HDC  performance.  Indeed,  the  "highly  qualified"  SFRA  maintains  that  it  cannot 
be  expected  to  perform  in  the  Western  Addition  (or  elsewhere)  unless  it  receives 
a  massive  injection  of  housing  subsidy  funds.  The  only  characteristic  common 
to  those  HDCs  that  are  cited  by  the  Report  as  having  housing  production  success 
is  the  availability  of  independent  housing  finance  funds.  The  HDC  highlighted 
as  "the  most  resourceful  performer"  scored  its  major  achievements  without  the 
benefit  of  a  highly  skilled  staff. 

The  Rose  Report  does  recognize  that  the  availability  of  "working  capital" 
has  a  material  effect  on  anyone's  performance  in  real  estate  development  - 
including  the  HDCs  -  but  still  grossly  undervalues  its  importance  and  the 
amounts  needed. 

Whether  by  the  private  sector  or  the  HDCs,  working  capital  is  needed  to: 

1.  Secure  property  purchase  options; 

2.  Receive  immediate  answers  from  key  consultants  on  vital  questions, 
such  as  structural  problems,  seismic  requirements,  or  soils  conditions; 
and 

3.  Cover  carrying  costs  pending  rehabilitation  loan  approvals,  including 
taxes,  debt  service,  and  emergency  repairs. 

At  present,  OCD  has  supplied  each  HDC  with  $10,000  for  securing  options  to 
purchase  property,  adequate  perhaps  for  one  property  at  a  time  when  OCD  expects 
each  HDC  to  proceed  with  several  properties  simultaneously.  The  Rose  Report 
recommends  making  an  additional  $75,000  available  to  all  the  HDc's  for  working 
capital  on  a  pool  basis.  The  time  consuming  process,  however,  already  requiring 

2  For  Budget  Analyst's  response  see  page  42. 

3  For  Budget  Analyst's  response  see  page  42. 
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several  weeks  for  any  proposed  expenditure  -  for  OCD  approval  would  stil\Jie 

in  effect.  Any  possible  advantage  of  that  pool  would  be  lost  in  red-tape  delays. 

In  the  private  sector,  developers  operating  at  the  same  scale  as  the  HDC's 
have  ready  access  to  funds  on  a  few  days  notice  in  the  many  ten's  if  not  the 
hundred's  of  thousands  of  dollars.  A  serious  goal  of  all  HDC's  is  to  properly 
capitalize  themselves  at  this  scale,  not  on  the  penny-ante  level  where  real 
estate  development  is  attempted  on  a  grossly  delay  cost-reimbursement  system. 
Such  capitalization  would  also  provide  an  income-generating  source  to  the  HDC's 
in  the  form  of  savings  deposit  interest  and  a  potential  loan  collateral  resource 
for  the  frequently  needed  interim  financing  required  by  real  estate  development 
if  it  is  to  be  effective  on  a  large  scale.  The  Rose  Report  fails  to  recognize 
these  vital  questions.  In  addition  to  the  close  community  relationships  that 
the  decentralized  HDC  concept  permits,  the  other  prime  benefit  first  touted  when 
the  HDC's  were  established  was  the  ability  to  operate  on  an  equal  footing  and  in 
a  similar  manner  with  private  real  estate  developers.  With  so  little  working 
capital,  with  no  real  capitalization,  and  with  the  OCD-dictated  cost-reimbursement 
funding  system,  that  vital  second  obejctive  has  in  reality  been  consistently 
undermined. 

D.   THE  TECHNICAL  ASSISTANCE  CORPORATION 

The  Reprot  recommends  the  creation  of  a  citywide  Technical  Assistance  Corp- 
oration (TAC).  The  TAC  is  proposed  only  "as  a  prototype,  not  as  a  specific  plan 
of  implementation." 

The  recommendation  to  a  large  degree  is  based  upon  the  Report's  emphasis  upon 
skills.  We  have  show  that,  while  skills  are  a  factor,  the  HDCs  have  actually  de- 
monstrated in  actual  performance  their  possession  of  adequate  staff  capability. 4 
More  importantly,  the  Report  concludes  that  market  and  finance  considerations  are 
by  far  the  most  important  factor  influencing  performance,  a  factor  that  is  in  no 
way  addressed  by  the  proposed  TAC. 5 

The  TAC  recommendation  appears  to  be  based  upon  an  analysis  that  decentralization 
is  inefficient,  contradicts  the  Report's  conclusion,  that  decentralization  has  certain 
important  advantages  and  that  total  centralization  is  unworkable. 

The  Report  opposes  the  development  of  a  citywidet  HDC  to  replace  neighborhood 
HDC  operations.  The  TAC  is  intended  to  only  centralize  some  functions,  and  the 
Report  assumes  that  HDCs  would  totally  control  the  new  entity  since  "community 
input  into  the  allocation  of  staff  resources"  is  essential. 

Let  us  re-state  some  of  the  general  concerns  expressed  to  you  by  CCHO  on  the 

.  A  new  $300,000  Technical  Assistance  Corporation  would  indeed  become  a 
Citywide  HDC,  and  would  threaten  the  independent  viability  of  the  neighbor- 
hood HDC's. 

.  The  suggestion  that  a  Citywide  T.A.  Corporation  can  draw  the  best  people 
from  each  HDC  to  service  all  8  neighborhoods  is  extremely  presumptious. 
Technically  competent  staff  in  the  HDC's  now  are  there  because  they  wish 
to  work  in  the  neighborhood.  Otherwise  they  would  have  applied  to  work 

4  For  Budget  Analyst's  response  see  page  42. 

5  For  Budget  Analyst's  response  see  page  42. 
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TAC: 


at  OCD. 

.  A  Citywide  entity  would  be  unworkable  on  a  day  to  day  basis  and  cannot 
be  accountable  to  8  different  neighborhoods. 

.  Accountability  to  neighborhood  based  board  of  directors  and  resident 
groups  would  be  severely  hampered,  if  not  totally  destroyed. 

.  There  is  no  way  to  divorce  on-site  community  outreach,  marketing,  and 
organizing  with  on-site  technical  assistance. 

.  A  new  Technical  Assistance  Corporation  would  forever  make  neighborhood 
HDC's  dependent  (on  the  dole)  and  greatly  inhibit  neighborhood  based 
resource  procurement  and  self  sufficiency.  The  commitments  of  private 
sector  support  which  HDCs  have  been  able  to  leverage  were  made  to 
specific  communities,  and  with  a  neighborhood  organization.  They  would 
not  have  been  made  to  a  citywide  entity  with  no  direction,  or  guarantee 
that  a  community's  internal  resources  would  be  programmed  and  guided  by 
that  local  community.6 

There  are  some  major  flaws  inherent  in  the  centralization  of  technical 
assistance.  The  TAC  proposed  by  the  Rose  Report  would,  among  its  various 
activities,  centralize  property  rehabilitation  evaluation,  estimating,  contracting, 
and  monitoring.  This  is  demonstrably  less  cost-effective  than  the  HDC's  present 
decentralized  rehabilitaiton  work,  where  each  corporation  has  on  staff  its  own 
rehabilitation  specialist.  A  centralized  rehabilitation  system  necessitates  the 
use  of  general  contracting  exclusively,  adding  unneeded  overhead  costs  and  redundant 
profits  to  the  job  cost  -  rather  than  the  less  expensive  contruction  management 
approach  where  only  a  serious  of  subcontractors  are  used  to  perform  the  rehab  work 
under  the  close,  even  daily  supervision  of  the  HDC  rehab  specialist.  The  savings 
in  rehab  costs  to  be  gained  from  the  construction  management  approach  will  exceed 
by  several  times  each  year  the  administrative  cost  of  those  HDC  staff  positions. 
These  savings  would  be  lost  with  the  approach  proposed  in  the  Rose  Report. 

A  second  major  flaw  in  centralized  rehab  activity  is  the  increased  exposure 
to  poor  workmanship  and  fraud  in  rehabilitation.  There  is  no  way  a  centralized 
office  can  adequately  monitor  a  dozen  or  more  rehabilitation  jobs  scattered  through- 
out the  city  when  daily  decisions  are  required  at  each  site  to  control  costs  and 
deal  with  the  expected  unforeseen  conditions  that  always  arise  in  rehabilitation 
work.  There  is  no  way  to  supervise  directly  all  but  a  small  fraction  of  the  rehab 
work  under  a  centralized  operation  to  insure  proper  work  according  to  plans  and 
specifications . 

The  third  practical  flaw  in  a  centralized  rehabilitation  program  is  the  in- 
ability to  respond  quickly  to  requests  for  cost  estimates,  change  order  pricing, 
permit  review  negotiations,  and  property  owner  concerns.  All  delays  mean  added 
rehabilitation  costs  due  to  relentless  material  and  labor  cost  inflation.  The 
HDC's  decentralized  rehabilitation  system  instead  can  deliver  the  daily  job 
inspections,  the  one  day  turn-around  times  on  estimates,  change  orders,  and  other 
priority  decisions  on  a  dynamic  basis  where  problems  are  recognized  and  solved 
before  costs  are  increased. 

The  citywide  TAC  would  eventually  feature  all  those  disadvantages  to  centralization 
that  were  laid  out  in  the  Report.   It  would  reduce  both  the  production  of  housing  and 
cost  efficiency.  It  would  end  up  eliminating  locally  based  HDCs,  thus  eliminating 
all  the  Report's  considered  advantages  of  decentralizaton. 


6 
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The  Report  itself  seems  to  have  considered  that  situation,  for  it  offers 
jlternatives  to  a  TAC.     The  HDCs  themselves  recognize  that  there  is  room  for 
improvement  but  such  improvement  should  not  be  carried  out  by  simply 

increasing  administrative  overhead  and  adding  to  existing  staff J 

CCHO-member  HDCs  are  already  on  record  in  support  of  recommendations  that 
tfould  fill   any  existing  gaps   in  HOC  capabilities.     In  those  areas  where  technical 
>r  specialized  expertise  is  necessary,  HDCs  have  successfully  utilized  spot 
:onsultants.     A  greater  employment  of  consultants  would  fill   those  specialized 
leeds  that  are  usually  of  a  short  term  nature  without  the  necessity  of  employing 
idditional    full  or  part  time  staff.     We  support  the  Rose  recommendation  regarding 
the  provision  of  $75,000  as  a  pool    for  HDCs  to  draw  upon  for  the  occasional   em- 
jloyment  of  special   consultants. 

Remaining  gaps  in  HDC  staff  capabilities  can  be  covered  by  formalized  staff 
sharing.     CCHO  member  HDCs  have  successfully  utilized  seminars  and  workshops  where- 
in HDC  staff  share  expertise.     That  has  been  carried  a  step  further  by  joint  HDC 
:ooperation  on  special    projects,  and  actual   sharing  of  staff  for  spot  work  on 
specific  projects.     This  must  be  formalized  through  an  agreement  among  all   HDCs 
such  cooperative  effort  would  be  more  cost  effective  than  the  creation  of  duplicative 
staff,  or  the  development  and  maintenance  of  a  new  bureaucracu  via  the  TAC. 


COUNCIL  OF  COMMUNITY  HOUSING  ORGANIZATIONS 


1/30/81 

7  For  Budget  Analyst's  response  see  page  43. 
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Budget  Analysts  Response; 

Page  36: 

I. 
the  end  of 


1.  Page  12  of  the  report  lists  123  units  of  new  housing  as  accomplishments  as  of 
the  end  of  1980.  These  are  not  necessarily  finished  units,  but  projects  that  are  in 
progress.  As  of  February,  1981  only  167  completed  units  of  housing  had  been  financed 
through  the  site  acquisition  pool. 

Page  38: 

2.  The  Budget  Analyst's  conclusion  did  take  performance  into  account.  The  three 
HDC's  that  are  cited  as  having  more  capable  staffs  are  responsible  for  72.5%  of  the  new 
purchase  units  achieved  or  in  progress  as  of  February,  1981. 

3.  The  difficulties  posed  by  these  factors  only  increase  the  importance  of  real 
estate  skills. 

Page  39: 

k.  The  Budget  Analyst's  review  found  that  this  staff  capability  is  not  evenly 
distributed  across  the  City's  high  need  areas,  a  problem  that  the  Technical  Assistance 
Corporation  would  address. 

5.  The  Budget  Analyst  does  not  state  that  "market  and  finance  considerations  are 
the  most  important  factors  influencing  performance."  The  report  states  on  page  10  that 
the  "HDC's  performance  must  be  viewed  in  light  of  the  difficult  housing  market  in  which 
they  are  operating."  The  introduction  to  the  report  concludes  (on  page  13)  with  this 
paragraph: 

Even  if  the  HDC's  achieve  100%  of  their  goals  in  1981,  and  exceeded  their  goals  in 
future  years,  it  appears  unlikely,  given  their  limited  resources  and  market  trends,  that 
the  HDC's  will  have  a  significant  effect  on  the  availability  of  low  and  moderate  income 
housing.  The  market  is  simply  working  too  quickly  to  permit  the  HDC's  much  of  a 
chance.  Opportunities  to  provide  low  and  moderate  income  housing  continue  to  be  lost  to 
private  demand.  Not  only  do  the  opportunities  dwindle,  but  the  affordability  problem 
grows.  Therefore,  it  is  critical  that  the  HDC's  seize  the  existing  opportunities 
immediately. 

These  statements  were  included  by  the  Budget  Analyst  in  order  to  provide  a 
perspective  for  appraising  the  performance  of  the  HDC's.  These  statements  should  not 
be  construed  as  stating  that  the  Budget  Analyst  does  not  believe  that  real  estate  skills 
are  critical  to  the  task  of  producing  affordable  housing  in  san  Francisco. 
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Budget  Analyst's  Response:  (Continued) 

Page  40: 

6.  -       The  report  does  not  state  that  the  TAC  would  draw  the  best  people  from 

each  HDC. 

The  Budget  Analyst's  conclusion  is  that  an  efficient  distribution  of 
resources  is  more  important  for  producing  housing  than  accountability  to 
six,  not  eight,  different  neighborhoods. 

Establishment  of  a  means  of  staff  sharing  such  as  TAC  would  be  an 
incentive  for  HDC's  to  find  additional  sources  of  administrative  and 
program  funds. 

Page  4 1 ; 

7.  The  Budget  Analyst's  recommendation  to  establish  TAC  calls  for  a  reduction  in 
the  total  administrative  budget  for  the  HDC's. 
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In  early  1980,  the  Budget  Analyst  of  the  Board  of  Supervisors  began  a 
management  audit  of  eight  housing  development  corporations  (HDC)  funded 
under  the  Community  Development  Block  Grant  (CDBG)  Program  of  the  City. 
In  a  letter  of  February  4,  1980,  the  Budget  Analyst  stated  that: 

"The  management  audit  will  be  conducted  under  the  "Standards  for 
Audit  of  Governmental  Organizations, 'Programs,  Activities  and 
Functions"  of  the  Comptroller  General  of  the  United  States,  U.S. 
General  Accounting  Office  1972,  (herein  "GAO  Audit  Standards"). 
The  scope  of  the  audit  will  include  examining  financial  reports, 
determining  whether  your  Agency  (i.e.  HDC)  has  complied  with 
applicable  laws  and  regulations  and  ascertaining  whether  your 
housing  programs  are  meeting  their  legislative  purposes  in  an 
efficient,  effective  and  economical  manner." 

An  entrance  conference  was  held  by  the  Budget  Analyst  Office  (herein- 
after "auditor")  with  the  eight  HDC  named  in  the  audit  report.  Staff 
of  the  Mayor's  Office  of  Community  Development  (OCD)  attended  this 
conference.  In  early  August  1980,  OCD  was  informed  by  the  auditor 
verbally  that  one  of  the  original  elements  of  the  management  audit, 
namely  the  examination  of  financial  reports,  was  to  be  deleted  and 
the  auditor  was  to  revive  its  efforts  of  conducting  this  management 
audit.  During  the  following  months,  the  auditor  conversed  and  "inter- 
viewed" OCD  staff  over  a  few  occasions.  The  Director  of  OCD  however 
was  never  approached  by  the  auditor  for  an  interview. 

On  April  8,  1981,  OCD  received  a  draft  report  from  the  auditor.  Copies 
of  the  same  draft  were  forwarded  to  the  audited  HDC.  Due  to  the  large 
number  of  gross  factual  errors  and  inaccuracies,  insufficient  and 
irrelevant  evidence,  biased  assumptions,  ill-founded  and  subjective 
judgment   and  conclusions,  and  the  overall  accusatory  tone  of  this 
draft  report,  OCD  met  with  the  1'fflHr  to  point  out  each  of  the  afore- 
said concerns  and  support  its  opposition  by  referring  to  the  specifics 
in  the  content.  OCD  requested  the  auditor  to  reconsider  whether  the 
report  was  appropriate,  adequately  supported,  and  properly  presented. 

The  auditor  released  the  final  audit  report  on  April  23,  1981.  OCD  was 
requested  verbally  by  the  auditor  to  present  a  response. 

After  careful  review  of  this  final  audit  report,  OCD  remains  convinced 
that  the  overall  audit  has  fallen  short  of  the  GAO  Audit  Standards  cited 
above.  OCD  therefore  casts  great  doubts  on  the  scope  and  the  quality  of 
the  audit  effort  and  the  validity  of  the  audit  report.  OCD  is  particu- 
larly concerned  about  the  auditor's  opinions,  judgements,  conclusions 
and  recommendations  regarding  OCD  in  relation  to  the  operation  of  the 
audit  organization,  HDC,  and  two  CDBG-funded  housing  programs  namely 
Housing  Site  Acquisition  Program  and  City  Housing  Rehabilitation  Deferred 
Payment  Loan  Program. 
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OCD  seriously  questions  whether  the  auditor  has: 

(1)  provided  a  proper  and  accurate  framework  for  examining  and  evaluat- 
ing the  operation  of  HDC  and  OCD; 

(2)  maintained  an  independent  attitude  rather  than  preconceived  ideas 
about  the  CDBG  program  strategies  and  implementation  process; 

(3)  Obtained  sufficient,  competent,  and  relevant  evidence  in  the  exam- 
ination and  evaluation  of  HDC  and  OCD  so  as  to  afford  a  reasonable 
basis  for  its  opinions,  judgements,  conclusions,  and  recommendations; 
and 

(4)  presented  the  audit  findings  and  conclusions  in  an  objective  and 
complete  manner  without  errors  of  facts,  logic,  and  reasoning. 

OCD  would  want  to  alert  other  readers  to  note  certain  basic  fallacies 
contained  in  the  audit  report.  These  fallacies  will  be  presented  in  the 
following  pages. 

FALLACY  1  :  IMPROPER  AND  INACCURATE  FRAMEWORK  IN  PERFORMING  THE  AUDIT 

The  GAO  Audit  standards  requires  that: 

"The  scope  of  the  audit  should  be  stated  in  all  reports.  Some 
audits  are  more  limited  in  scope  than  others,  e.g.  those  con- 
fined to  specific  functions,  activities,  or  locations.  ...  The 
time  period  covered  in  the  audit  should  be  indicated  ..." 

The  auditor  must  have  sufficient  knowledge  and  provide  recognition  of 
the  necessary  background  information  to  guide  his  judgement.  The  content 
of  such  audit  guidance  should  at  a  minimum  include  the  applicable  statutes, 
regulations,  instructions,  manuals,  grant  agreements,  and  other  program 
documents.  Readers  snould  notTe' expected  to  possess  all  the  same  facts 
that  the  auditor  has.  The  GAO  standards  therefore  calls  for  "...  suffi- 
cient information  on  the  subject  matter  to  provide  readers  with  proper 
perspective. " 

Throughout  the  report,  the  auditor  fails  to  provide  readers  with  a  proper 
perspective  on  (1)  the  Federal  laws  and  regulations  that  govern  the 
Mayor  and  her  designated  officials  in  administering  the  CDBG  Program,  and 
(2)  the  corporate  status  of  the  HDC  and  its  contractual  relationship 
with  the  City  that  is  subject  not  only  to   '  Federal  regulations  but  City 
Charter  and  State  Constitution,  OCD  will  provide  the  facts  as  follows  and 
hopefully  present  an  accurate  perspective  on  the  subject  matter. 

The  City  and  County  of  San  Francisco  receives  CDBG  monies  pursuant  to  an 
annual  grant  agreement  with  the  United  States  Department  of  Housing  and 
Urban  Development  (HUD).  The  Mayor,  as  the  City's  chief  executive  officer, 
is  responsible  to  receive  and  to  administer  the  distribution  of  said  monies 
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pursuant  to  T":tle  I  of  the  Housing  and  Community  Development  Act  of  1974, 
as  amended  (hereinafter  "Act")  and  the  implementary  regulations  set  forth 
under  Part  570  of  Title  24  of  the  Code  of  Federal  Regulations  (C.F.R.). 
The  Mayor  has  the  duty  to  assure  HUD  that  the  distribution  of  any  CDBG 
monies  is  administered  in  accordance  with  all  applicable  Federal  laws  and 
regulations.  Each  dollar  received  under  the  CDBG  program  is  also  a  poten- 
tial liability  of  the  City,  a  liability  which,  considering  the  large 
amount  involved,  the  City  could  not  afford  to  return  as  a  judgement  to  a 
suit.  Section  111(b)(1)  and  (2)  of  the  Act  and  24  CFR  570.913(a)  of  HUD 
regulations  provide  that  the  Secretary  of  HUD  may,  if  he  has  reason  to 
believe  that  a  recipient  of  CDBG  funds,  i.e.  the  City,  has  failed  to  com- 
ply substantially  with  any  provision  of  the  Act  and  the  regulations, 
refer  the  matter  to  the  Attorney  General  of  the  United  States  with  a 
recommendation  that  an  appropriate  civil  action  be  instituted.  Since  the 
inception  of  the  CDBG  Program  in  1975,  the  City,  through  the  Mayor  and 
OCD,  has  been  prudently  administering  CDBG  funds  pursuant  to  Federal  and 
local  laws,  regulations  and  procedures.  In  fact,  the  Budget  Analyst  of 
the  Board  of  Supervisors  is  provided  with  CDBG  funds  to  perform  review, 
analysis  and  evaluation  of  CDBG  projects  and  proposals  as  a  means  to 
assure  that  the  funds  are  distributed  and  administered  prudently. 

The  act  of  prudent  administration  to  provide  adequate  assurance  or  pro- 
per use  of  funds,  including  the  emphasis  on  monitoring  all  CDBG-funded 
program  activities  such  as  HDC,  is  not  "relatively  new"  nor  simply  in 
response  to  one  single  incident  of  "alleged  misuse  of  funds"  as  remarked 
by  the  auditor. 1  It  is  unreasonable  for  the  auditor  to  make  partial  and 
subjective  judgement  without  *   sound  definition,  sufficient  evidence  and 
comparative  information  that  OCD  "...over-regulates  the  activities  of  the 
HDC  in  some  instances"  and  "...the  activity  being  regulated  becomes 
impeded  by  the  act  of  regulation. "  OCD  would  hope  that  at  a  minimum,  the 
auditor  has  reviewed  and  considered  the  voluminous  laws,  regulations,  and 
procedures  that  govern  the  different  aspects  of  the  CDBG  Program. 

It  is  also  an  unfair  criticism  by  the  auditor  to  describe  the  use  of 
several  months  of  time  by  OCD  in  setting  up  two  new  housing  programs  as 
a  "delay"  without  understanding  that  such  time  is  necessary  in  order  to 
develop  such  housing  site  acquisition  and  housing  rehabilitation  programs 
including  detailed  and  accountable  operation  policies,  procedures  and  legal 
documents  involving  the  expenditure  of  nearly  $6  million  of  public  dollars/ 

As  the  GAO  Audit  Standards  spell  out: 

"In  governmental  auditing,  compliance  with  pertinent  laws  and  regula- 
tions is  particularly  significant  because  government  organizations, 
functions,  programs,  or  activities  are  creatures  of  law  and  have  more 
specific  rules  and  regulations  than  are  usually  applicable  to  private 
organizations. " 

OCD  does  not  necessarily  agree  that  all  such  laws  and  regulations  are  reason- 
able and  pertinent.  As  a  matter  of  fact,  certain  rules  and  regulations  are 

1  For  the  Budget  Analyst's  response  see  page  61_. 

2  For  Budget  Analyst's  response  see  page  61_. 
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impeding  the  efficiency  and  economy  of  the  operation  of  program  activities. 
In  administering  the  CDB6  Program,  OCD  must  adhere  to  these  given  require- 
ments. The  auditor  should  recognize  this  fact  and  set  the  proper  perspec- 
tive and  framework  in  conducting  its  evaluation  of  OCD. 

The  auditor  also  provides  an  inaccurate  perspective  on  the  relationship 
between  OCD  and  the  HDC.  Pursuant  to  HUD  regulations  established  in  24 
CFR  570.204,  the  City  may  provide  CDBG  funds  for  activities  designed  to 
implement  the  City's  strategies  for  economic  development  and  neighborhood 
revitalization  to  be  carried  out  by  certain  private  entities  including 
neighborhood-based  nonprofit  organizations.  HUD  refers  to  such  organiza- 
tions as  "subrecipients"  which  are  subject  to  the  same  provisions  as  the 
recipient. 

An  organization  is  considered  by  HUD  as  neighborhood-based  if  the  majority 
of  its  membership,  clientele,  or  governing  body  are  residents  of  the  neigh- 
borhood where  activities  assisted  with  CDBG  funds  are  to  be  carried  out. 
Neighborhood-based  nonprofit  organizations  may  utilize  CDBG  funds  to  carry 
out  not  only  the  basic  eligible  activities  but  also  certain  activities 
that  are  otherwise  ineligible  for  public  agencies  or  other  private  nonpro- 
fit organizations. 

The  City  distributes  CDBG  funds  to  these  HDC  pursuant  to  annual  contract 
commonly  named  City/Corporation  Agreement.  The  Agreement  sets  forth  speci- 
fic work  program  activities  and  quantified  goals  of  accomplishment,  line- 
item  administration  budget,  operating  procedures  for  reporting  expenditures 
and  program  progress  and  for  monitoring,  and  applicable  Federal  and  local 
laws  and  regulations. 

Section  401  of  the  City/Corporation  Agreement  provides,  in  relevant  part: 

"The  Corporation  shall  perform  its  work  under  this  Agreement  as  an 
independent  contractor  and  not  as  the  employee  of  the  City.  The 
Corporation  has  and  hereby  retains  the  right  to  exercise  full  con- 
trol and  supervision  of  the  services  and  full  control  of  employment, 
direction,  compensation  and  discharge  of  ail  persons  assisting  in 
the  performance  of  services  hereunder..." 

An  "independent  contractor"  is  defined  in  Section  3353  of  the  Labor  Code, 
as  "Any  person  who  renders  service  for  a  specific  recompense  for  a  speci- 
fied result,  under  the  control  of  his  principal  as  to  the  result  of  his^ 
work  only  and  not  as  to  the  means  by  which  such  result  is  accomplished." 

As  an  independent  contractor  the  HDC  follows  the  contracted  requirements 
of  the  City  only  in  the  results  of  the  work,  and  not  in  the  means  whereby 
it  is  to  be  accomplished.  Each  of  the  HDC  under  contract  with  the  City 
are  by  definition  of  their  corporate  status,  entities  separate  and  distinct 
from  the  City.  In  exchange  for  the  CDBG  funds  received,  they  agree  to 
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perform  certain  specific  and  specialized  services  not  part  of  the  regular 
business  of  the  City  and  not  requiring  supervision. 

The  HDC  therefore  are  not  administered  by  OCD.  It  is  a  gross  inaccuracy 
of  the  auditor  to  create  this  invalid  relationship  between  OCD  and  HDC 
as  clearly  illustrated  by  using  the  word  "administered"  in  the  title  of 
the  audit  report.  "Administer"  by  definition  is  "manage  or  conduct". 
"Administer"  is  to  "discharge  the  duties  of  an  office;  to  take  charge  of 
business;  to  manage  affairs,  to  serve  in  the  conduct  of  affairs." 

HDC  as  legally  separate  and  distinct  entities  from  the  City  cannot  be  and 
is  not  administered  by  OCD  nor  OCD  is  responsible  for  the  conduct  and 
management  of  its  affairs  so  as  to  achieve  the  performance  as  required 
under  the  City/Corporation  Agreement.  As  "subrecipients"  of  CDBG  funds, 
HDC's  relationship  with  the  City  is  parallel  to  the  City's  relationship 
with  HUD.  Just  as  HUD  is  not  responsible  for  the  management  and  the 
performance  of  the  City  in  meeting  the  CDBG  program  goals,  the  City  or 
OCD  is  not  responsible  for  the  same  of  HDC. 

HUD  requires  OCD  to  monitor  HDC  and  other  CDBG-funded  program  activities. 
Monitoring  as  HUD  explains  in  its  '"Community  Planning  and  Development 
Monitoring  Handbook"  (6509.2  REV.)  is  an  ongoing  process  to  assist  the 
monitored  agencies  in  systematically  assessing  the  progress  of  their 
programs,  in  identifying  potential  or  existing  obstacles  to  successful 
program  implementation,  and  helping  to  identify  alternative  solutions 
to  problems.  There  is  no  direct  causal  relationship  between  OCD  monitor- 
ing and  HDC  performance.  The  auditor  holds  an  irrelevant  opinion  that 
"The  increased  monitoring  activity  has  had  no  apparent  direct  impact  on 
the  production  or  rehabilitation  of  low  and  moderate  income  housing  (by 
HDC)."  The  auditor  further  judged  that  HDC  in  fact  had  a  decline  in  hous- 
ing rehabilitation  activities  during  1980  compared  to  1979  while  OCD 
initiated  "a  tighter  monitoring"  Q.f  the  HUD's  operation  in  1980. 

OCD's  response  to  the  audit  report  can  no  better  be  summarized  than  the  state- 
ments in  the  GAO  Audit  Standards  regarding  the  importance  of  accuracy. 

"The  need  for  accuracy  is  based  on  the  need  to  be  fair  and  impartial 
in  reporting  and  to  assure  users  and  readers  of  reports  that  what  is 
reported  is  reliable.  One  inaccuracy  in  a  report  can  cast  doubt  on 
the  validity  of  an  entire  report  and  can  divert  attention  from  the 
substance  of  the  report." 
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FALLACY  2:  INCOMPREHENS IVE  UNDERSTANDING  AND  MISREPRESENTATION  OF  THE 

HOUSING  STRATEGY  AND  PROGRAMS  UNDER  THE  COMMUNITY  DEVELOPMENT 
PROGRAM. 

Since  the  inception  of  the  Community  Development  Program  (CDP)  in  1975, 
the  four  objectives  of  the  City's  CDP  have  always  been: 

(1)  Conserve  existing  housing; 

(2)  Develop  new  housing; 

(3)  Improve  neighborhood  quality;  and 

(4)  Increase  economic  development. 

The  CDP's  emphases  on  housing  rehabilitation  and  new  housing  development 
carry  equal  weight  and  the  programs  designed  and  implemented  under 
these  two  objectives  are  mutually  supportive.  In  order  to  be  responsive 
to  the  realistic  housing  market  situation  of  the  City  and  the  living  con- 
ditions of  the  low  and  moderate  income  residents,  a  housing  strategy 
under  the  CDP  must  include  these  two  elements.  The  citywide  housing 
strategies  as  presented  in  the  1979-1981  Community  Development  and  Housing 
Plan  exemplify  this  basic  strategy.  The  percent  of  annual  CDBG  funds 
allocated  to  housing  rehabilitation  and  new  housing  program  activities 
have  been  at  an  average  of  17  percent  and  39  percent  respectively.  One 
needs  only  to  examine  all  these  program  documents  to  conclude  that  the 
CDP  does  not  put  a  focus  merely  on  rehabilitation.  The  auditor's 
statement  that  "OCD's  decision  to  focus  on  rehabilitation  is  unfortunate..." 
is  completely  irrelevant  and  inaccurate3  The  auditor's  own  perception 
and  emphasis  on  new  development  are  biased  and  ill-considered.  (See  Exhibit  A) 

During  1979,  there  were  increasing  concerns  on  whether  the  CDBG  assisted 
housing  programs  are  truly  benefiting  low  and  moderate  income  persons. 
At  the  same  time,  the  housing  market  was  marked  by  enormous  increase  in 
private  investment  and  property  values  as  reflected  in  the  substantial 
increases  in  rents  and  sales  prices.  In  response  to  these  market  forces, 
OCD  retained  a  financial  consultant  firm  in  early  1980  to  review  and 
recommend  possible  improvements  to  the  City's  housing  preservation  and 
development  efforts  for  the  low  and  moderate  income  households.  A  new 
dimension  of  the  complementary  rehabil itation/ development  strategy  was 
recommended  in  April  1980. 

The  City's  housing  finance  policy  must  be  designed  to  run  counter  to 
prevailing  market  trend  and  to  do  what  the  private  market  cannot  or 
would  not  do.  The  City  should  take  advantage  of  the  opportunities  pro- 
vided by  increasing  appreciation  of  housing  values  and  capture  it  for 
the  benefit  of  low  and  moderate  income  households.  In  other  words,  the 
City's  housing  finance  policy  should  become  focused  on  anti -displacement 
strategies  as  opposed  to  reinvestment  strategies.  The  two  basic  elements 
of  this  strategy  are: 

(1)  Initiative  to  assume  long-term  affordable  housing  -  both  new, 
existing,  and  rehabilitated;  and 

3  For  the  Budget  Analyst's  response  see  page  61. 
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(2)  Efforts  to  improve  existing  housing  -  both  on  a  voluntary 
and  involuntary  basis  where  these  efforts  would  otherwise 
not  happen  in  the  private  market. 

Under  rehabilitation,   the  focuses  are  on  providing  financial   assistance 
for  the  correction  of  the  basic  Housing  Code  deficiencies   instead  of 
general   property  improvements  and  on  buildings  with  either  lower  income 
owners  or  tenants. 

Nowhere,    in  any  program  documents  or  correspondence  with  HUD  does  the 
City  or  OCD  reveal   any  shifting  of  focus  from  new  develoDment  to  rehab- 
ilitation..  Nor  are  rehabilitation  programs  designed  to  emphasize  rehabilitation 
of  occupied  and  marginally  substandard  units. 

In  fact,   in  the  City's  response  of  April    1,    1981  to  HUD's  Monitoring 
Report  of  January  30,    1981,   the  Mayor  specified  that  it  is  not  the  City's 
intent  to  simply  produce  a  large  number  of  rehabilitated  units  without 
consideration  to  the"basic  commitment  to  provide  long-term  affordable 
and  standard  housing  and  to  benefit  low  and  moderate  income  persons. 
This  direction  requires  a  deeper  subsidy  of  CDBG  funds,   a  longer  time 
in  accomplishing  the  goals,  and  therefore  a  fewer  number  of  rehabilitated 
units  will   be  produced.      A  pure  quantitative  approach  by  itself  is  not 
an  adequate  and  appropriate  measurement  of  rehabilitation  performance." 

OCD  is  greatly  insulted  by  the  arrogance  of  the  auditor's  statement  in 
the  report  that  "...given  OCD's  obvious  incentive  to  produce  rehabili- 
tated units  quickly  in  order  to  receive  $7  million  that  is  being  condi- 
tionally withheld  from  its  budget,   it  appears  likely  that  a  substantial 
amount  of  rehabilitation  of  occupied  and  marginally  substandard  units 
will   take  place."     This  erroneous  statement  is  attributable  to  either 
the  auditor's  negligence   in  taking  a  comprehensive  review  and  understand- 
ing of  various  housing  program  documents  or  preconceived  ideas  and  sub- 
jective likes  and  dislikes  of  objectives  of  a  particular     program. 
Needless  to  repeat,   the  auditor  again  acts   contrary  to  the  standards 
set  forth  in  the  GAO  Audit  Standards.* 

OCD  is  also  disappointed  by  the  auditor's  naive  perception  and  shallow 
approach  to  the  subject  matter  of  developing  new  affordable  housing. 
A  description  of  an  array  of  housing  assistance  and  subsidy  programs 
and  a  summary  of  findings  by  the  Citizens  Housing  Task  Force  do  not 
provide  readers  with  a   "global   perspective"  of  the  dynamics   required 
in  countering  the  demand/supply  imbalance  for  affordable  housing  in  San 
Francisco.     A  truly  global   approach  to  this  problem  is  fully  articulated 
in  Mayor  Dianne  Feinstein's  address  on   "A  Six-Point  Program  For  Expand- 
ing Housing  In  San  Francisco"  to  the  City  Planning  Commission  on  April 
8,    1981: 

"We  will   not  turn  our  back  on  the  housing  crisis.     With  resilience 
and  resourcefulness,  and  a  determined  self-reliance,  we  must  develop 
a     comprehensive  housing  program  of  our  own  --     to  build  where  pos- 
sible,    to  subsidize  where  practical,   to  encourage  rehabilitation   ... 
The  program  encompasses  a  broad  strategy  in  six  detailed  components. 

Budget  Analyst  Comment: 

*Ihe  final  text  of  the  report  (page  34)  has  been  adjusted  to  clarify  this  statement. 
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No  one  single  public  agency  in  the  city  nor  a  single  group  of  entities, 
such  as  the  HDC  can  alone  carry  cut  this  six-point  program  to  meet  the 
target  of  producing  21,000  units  at  all  price  ranges  over  the  next  de- 
cade. 

It  is  not  only  inaccurate  but  also  irresponsible  to  include  a  statement 
in  the  audit  report  as  follows:  "Unfortunately,  the  demand-supply  im- 
balance for  affordable  housing  in  San  Francisco  has  continued  to  worsen 
while  the  debate  (between  HDC  and  OCD)  over  regulations  concerning  the 
disbursements  of  citywide  site  acquisition  pool  monies  have  retarded 
the  development  of  housing  units." 

The  auditor's  biased  perception  and  misrepresentation  of  the  housing 
rehabilitation  approach  and  program  are  further  illustrated  by  the  ex- 
amination, and  evaluation  of  the  City  Housing  Rehabilitation  Deferred 
Payment  Loan  (CDPL)  Program.  The  CDPL  Program  is  designed  to  improve 
housing  condition  of  low  and  moderate  income  households  as  well  as  to 
stabilize  the  neighborhood.  OCD  does  not  disagree  with  the  auditor  on 
the  importance  of  rehabilitating  vacant  units.  However,  OCD  strongly 
disagrees  with  the  auditor's  conclusion  that  rehabilitation  of  single 
family  homes  should  be  limited  to  vacant  ones.  The  auditor  fails  to 
recognize  that  there  is  a  significant  number  of  low  and  moderate  income 
homeowners,  including  minority,  female-headed  or  elderly  households, 
have  homes  with  serious  deferred  maintenance  problems  that  are  causing 
immediate  life  and  safety  hazards.  In  a  housing  market  where  attaining 
homeownership  is  extremely  difficult  if  not  impossible  even  for  middle 
income  households,  assistance  to  maintaining  homeownership  by  lower 
income  households  becomes  essential  in  a  comprehensive  housing  strategy. 
OCD  wonders  if  the  auditor  holds  the  opinion  that  public  monies  should 
be  programmed  in  accordance  with  the  pure  number  of  that  population 
group  which  may  be  the  minority  in  a  community. ^ 

The  auditor  also  commented  that  the  CDPL  Program  can  only  provide  low 
and  moderate  income  housing  at  the  maximum  of  ten  years  without  realizing 
that  even  the  Section  8  Housing  Assistance  Payments  Program  for  Existing 
Housing  can  only  guarantee  low  and  moderate  income  housing  for  one  year. 
It  is  at  the  option  of  an  owner  to  renew  a  Section  8  lease  on  an  annual 
basis. 

Without  explaining  again  the  necessary  time  in  setting  up  a  new  housing 
program  that  involves  the  participation  of  HDC,  private  lending  institu- 
tion and  City  agencies  and  requires  accountability  of  a  sizable  amount 
of  public  dollars  by  all  concerned  parties,  OCD  strongly  objects  the 
irrelevancy  and  inaccuracy  and  exaggeration  of  the  whole  process  by  the 
auditor  in  the  statement  that  "Long  waiting  lists  have  resulted,  and  in 
the  case  of  at  least  one  HDC,  individuals  who  expressed  an  interest  in 
the  program  have  died  in  the  interim."  The  GAO  Audit  Standards  guard 
auditors  against  the  tendency  to  exaggerate  or  overemphasize.  In  many  ^ 
instances  throughout  the  report,  the  auditor  gives  a  "melodramatic  twist 
to  facts  and  misrepresent  the  substance  and  the  process  of  the  CDBG 
Program. 

4  For  the  Budget  Analyst's  response  see  page  61. 
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FALLACY  3  :  INSUFFICIENT  EVIDENCE  AND  ERRONEOUS  PERCEPTION  IN  THE 
EVALUATION  OF  OCD. 

Even  though  the  auditor  established  HOC  as  the  audited  organization  at 
the  initiation  of  this  audit,  the  auditor  also  evaluated  OCD1 s  organiza- 
tion and  operation  in  relation  to  the  operation  of  the  HDC.  OCD  has  no 
objection  to  this  approach.  However,  the  auditor  fails  to  exercise  due 
professional  care  as  called  for  in  the  GAO  Audit  Standards  in  the 
evaluation  of  OCD.  The  auditor  does  not  have  a  good  working  understand- 
ing of  OCD's  operation  and  the  multi-faceted  processes  involved  in  the 
administration  of  the  CDBG  funds.  Judgements  and  conclusions  were  made 
by  the  auditor  regarding  OCD  without  sufficient  evidence  and  substantia- 
tion. In  spite  of  OCD's  attempt  to  explain  the  full  dimension  of  its 
many  responsibilities  and  the  interrelated  functions  of  the  three 
divisions,  the  auditor  presented  an  erroneous  perception  of  the  functions 
and  operation  of  OCD.  OCD  wants  to  correct  this  perception  for  the 
benefits  of  other  readers  of  this  audit  report. 

OCD  is  the  designated  local  agency  to  apply  for,  accept,  and  administer 
the  disbursement  of  CDBG  funds  in  behalf  of  the  Mayor.  The  annual  CDBG 
allocation  is  approximately  $28  million  dollars.  Additionally,  OCD  is 
also  responsible  to  apply  for  and  coordinate  the  implementation  or 
disbursement  of  other  Federal  and  State  housing  program  funds  at  a 
magnitude  of  approximately  $100  million  in  1980. 

As  noted  earlier  in  this  response,  OCD  is  responsible  for  the  plethora 
of  Federal  and  local  assurances  and  regulations  in  the  administration  of 
all  these  public  funds.  OCD  is  never  sufficiently  staffed  in  relation 
to  the  scope  of  responsibilities.   In  directing  the  office,  the  OCD 
Director  has  to  reallocate  .the  use  of  staff  persons  and  time  in  response  to 
the  demajnd  of  the  current  workload.  Efficient  and  responsive  administra- 
tion is  the  motto  of  the  current  OCD  Director.  Certain  flexibility 
most  be  built  into  an  organized  and  effective  operation.  In  brief,  OCD 
has  three  divisions  of  which  the  lines  of  responsibility  are  drawn  on 
functions  rather  than  programs.  The  Program  Development  and  Management 
Division  is  in  charge  of  the  development  of  the  annual  Community  Develop- 
ment Program  and  the  three-year  Community  Development  and  Housing  Plans; 
the  overall  management  and  monitoring  of  the  use  of  CDBG  funds  under 
the  various  programs  including  housing,  economic  development,  neighborhood 
environment,  and  public  services.  The  Division  is  also  responsible 
for  monitoring  the  performance  and  compliance  of  all  program  implementing 
entities  with  the  annual  program  goals  and  applicable  Federal  regulations, 
such  as  environmental  review,  Federal  labor  standards,  fair  housing, 
equal  opportunity  etc.  HDC  is  one  of  the  program  implementing  entities. 
The  Division  also  provides  general  directions  to  the  CDBG-funded  staff 
persons  at  the  Department  of  City  Planning  and  the  Mayor's  Enconomic 
Development  Council  in  carrying  out  their  respective  planning  and  economic 
development  activities. 
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The  Housing  Division  is  responsible  for  the  applications  for  all  other 
Federal,  State  and  local  housing  programs  and  the  management  of  the 
use  of  other  Federal  and  State  housing  program  funds,  and  the  coordina- 
tion among  the  implementing  agencies.  Moreover,  the  Division  leads 
the  development  of  new  housing  programs  for  the  City  such  as  the  current 
mortgage  revenue  bond  programs.  Staff  of  this  Division  work  with  other 
agencies  and  assist  developers  to  expedite  the  production  of  new  housing. 
Staff  also  reviews  proposals  submitted  by  the  HDC  for  Housing  Site 
Acquisition  Funds.  The  Fiscal  Management  and  Performance  Division  is 
responsible  for  the  overall  management  of  fiscal  matters  and  budget 
control  necessary  to  carry  out  all  CDBG  as  well  as  the  UDAG  (Urban  Devel-' 
opment  Action  Grant)  Program.  It  is  specifically  responsible  for  the 
preparation  of  the  Expenditure  Schedules  Report  as  an  integral  part 
of  the  City's  annual  CDP  submitted  to  the  Board  of  Supervisors.  The 
Division  is  also  responsible  for  coordinating  the  biennial  audit  of  pro- 
gram expenditures  and  the  annual  HUD  Grantee  Performance  Report. 

OCD's  responsibilities  in  relation  to  HDC  are  shared  by  staff  of  all 
three  divisions.  Not  a   single  division  can  act  alone  within  its 
defined  functions  to  effectively  and  efficiently  carry  out  these  responsi- 
bilities. The  negotiation  and    preparation  of  the  annual  HDC  City/ 
Corporation  Agreement,  including  detailed  work  program  and  administration 
budget,  the  ongoing  monitoring  of  program  performance,  the  review  of 
the  monthly  HDC  program  reports,  and  the  general  assistance  to  facilitate 
the  HDC's  work  tasks  to  respond  to  their  requests  and  questions  regarding 
procedural  matters  are  highlights  of  the  work  performed  by  the  program 
monitors  of  the  Program  Development  and  Management  Division. 

The  monthly  audit  of  the  HDC  fiscal  reports  and  documents,  the  process 
of  reimbursement  of  administration  expenses  and  if  applicable  program 
costs,  and  the  review  of  any  budget  modifications  and  matters  are  respon- 
sibilities of  accountants  of  Fiscal  Management  and  Performance  Division. 

Under  specific  housing  programs,  such  as  the  State  Deferred  Payment  Loan 
Program  or  the  CDBG-funded  Housing  Site  Acquisition  Program,  the  staff 
of  the  Housing  Division  is  responsible  for  the  preparation  and/or  review 
of  applications  and  proposals,  whether  proposals  relate  to  a  HDC  or 
a  public  agency,  or  are  targeted  for  specific  neighborhoods  as  citywide. 
The  Housing  Division  does  not  engage  in  the  actual  acquisition  of  sites 
or  the  development  of  housing.  The  auditor's  perception  that  there 
is  overlap  of  responsibilities  between  OCD  divisions  and  that  OCD  competes 
with  and  duplicates  the  activities  of  the  HDC  are  inaccurate  and  without 
substantiation.  OCD  rejects  the  following  statement  in  the  auditor's 
statement  that  "...  These  assignments  have  been  made  (by  OCD)  partially 
in  recognition  of  existing  duplication  but  primarily  because  there  are 
geographic  and  programmatic  housing  areas  where  little  or  no  activity 
is  taking  place  and  where  no  HDC's  have  been  established." 
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OCD's  monitoring  responsibilities  of  the  subrecipients  including  HDC 
were  explained  in  the  earlier  section  of  this  response.  It  is  the 
policy  and  intention  of  OCD  to  use  monitoring  to  assist  rather  than 
to  impede  the  performance  of  HDC.  Monitoring  has  never  been 
"primarily  a  matter  of  processing  written  reports"  as  the  auditor 
noted.  All  the  required  reports  on  fiscal  and  program  matters  are 
clearly  delineated  in  the  Operation  Procedures  Manual  in  the  City/ 
Corporation  Agreement.  The  Manual  also  defines  other  procedures  that 
HDC  must  adhere  to  in  order  to  assure  uniformity  and  accountability 
among  the  36  CDBG-funded  subrecipients.  When  insufficient  or  wrong 
information  are  submitted  by  HDC,  OCD  staff  will  request  additional 
information.  From  time  to  time,  OCD  will  request  certain  information 
from  HDC  because  of  inquiries  from  HUD  or  private  citizens.  The 
auditor  readily  made  a  misguide<jconclusion  that  OCD  "over-regulates" 
the  HDC  based  on  the  "perception  of  the  HDC  staffs"  and  their  "claims" 
that  30%  and  40%  of  their  total  staff  time  is  spent  in  meeting  with 
OCD  monitoring  staff,  responding  to  questions  from  OCD  staff  and  fill- 
ing out  OCD  forms  and  reports."  No  further  substantiation  was  given 
in  the  report. 

The  auditor  used  the  phrases  of  "strong  indications  of  mistrust"  and 
"high  degree  of  mistrust"  in  describing  the  relationship  between  OCD 
and  HDC  based  on  "observation"  and  "interviews".  For  the  record, 
OCD  never  made  any  statements  to  the  auditor  to  this  effect. 

The  auditor  also  reported  that  "some  of  the  directors  have  character- 
ized OCD's  administration  of  their  program  as  obstructionist  and  have 
questioned  the  competence  of  OCD  personnel."  The  auditor  did  not 
further  verify  or  substantiate  these  subjective  characterization. 

OCD  again  questions  the  use  of  subjective  evidence  and  biased  findings 
by  auditor  in  making  the  conclusions  and  recommendations.  Unless 
information  can  be  substantiated  and  believed  to  be  accurate  by  the 
auditor,  the  information  should  not  be  used  in  the  preparation  of 
the  audit  report.  As  the  GAO  Audit  Standards  indicate,  "All  factual 
data,  findings,  and  conclusions  in  reports  should  be  supported  by 
enough  objective  evidence  to  demonstrate  or  prove  the  bases  for  the 
matters  reported  and  theiraccuracy  or  reasonableness..."  The  use  of 
such  subjective  information  in  the  audit  report  only  further  illustrates 
the  fact  that  the  auditor  has  not  given  due  professional  care  to  its 
task. 

Each  division  in  OCD  must  assume  certain  administrative  responsibilities. 
To  ignore  this  fact  is  naive.  The  planning  and  administration  responsi- 
bilities of  this  office  are  not  just  "preparing  plans  and  documents 
for  HUD...  preparing  annual  and  quarterly  reports..."  or  "...  dealing 
with  the  HUD  bureaucracy...  and  the  local  bureaucracy,"  as  the  auditor 
noted.  The  shifting  of  two  program  monitors  from  the  Program  Develop- 
ment and  Management  Division  will  not  increase  the  efficiency  or  economy 
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of  the  operation  nor  will  the. "redeployment  of  staff  within  a  consolidated 
Housing  Development  Division"  bears  any  logic  and  reason  to  the 
performance  problems  of  the  HDC  or  the  insufficient  staff  of  OCD. 

FALLACY  4  :  INACCURATE  AND/OR  INCOMPLETE  INFORMATION 

Throughout  the  audit  report,  there  are  inaccurate  and/or  incomplete 
information.  OCD  chooses  those  that  are  pertinent  and  correct  them 
as  follows: 

The  footnote  on  Page  One  of  the  audit  report  stated  that  "OCD  with- 
drew funding  from  the  Bayview  Hunters  Point  Nonprofit  Community 
Development  Corporation  in  September  of  1980  pending  investigation 
of  alleged  misuse  of  funds."  The  said  Corporation  was  funded  under 
the  1980  CDP.  OCD  suspended  the  contract  with  Corporation  on  October 
8,  1980,  due  to  specific  causes  relating  to  the  Corporation's  use 
and  management  of  the  CDBG  funds  and  program  performance.  The  finan- 
cial management  of  the  CDBG  Program  operates  basically  on  a  cost  reim- 
bursement basis.  The  suspension  of  the  contract  with  a  corporation 
does  not  necessarily  cause  the  immediate  withdrawal  of  funds.  In 
this  case,  OCD  requested  the  Corporation  to  freeze  all  administration 
accounts  and  informed  the  Corporation  that  no  reimbursement  of  cost 
will  be  made  after  the  date  of  the  suspension  letter. 5 

Page  Two  of  the  audit  report  provides  a  summary  table  on  the  administra- 
tive funding  for  HDC  from  the  1977  CDP  through  1981  CDP,  showing  the 
increasing  levels  of  funding  to  HDC.  The  information  is  not  complete. 
Even  though  the  information  is  complex,  OCD  has  under  more  than  one 
occasion  provided  the  sources  of  the  information  Exhibit  B  attached 
provides-an  accurate  and  complete  summary  of  such  administration  fund- 
ings.6 

The  auditor  on  Page  Three  of  the  report  described  the  allocation  of 
CDBG  funds  to  housing  rehabilitation  programs.  The  auditor  however 
does  not  provide  complete  information  on  the  expenditure  of  these 
funds.  The  1979  CDP  set  aside  a  total  of  $1.5  million  for  housing 
finance  programs.  Of  this  total,  $585,900  were  set  aside  for  six 
HDC.  The  amounts  allocated  to  each  HDC  are  shown  on  Exhibit  C  attached 
to  this  response.  The  audit  report  stated  that  as  of  December  31,  1980, 
the  expended  amount  was  $373,531.   In  fact,  $516,477  were  expended  as 
of  that  date,  and  the  remaining  unexpended  funds  were  $69,423  and  not 
$212,369  as  indicated  in  the  report*  The  auditor  did  not  indicate 
that  these  1979  funds  were  advanced  directly  to  the  HDC  pursuant  to 
specific  loan  program  agreements  between  the  HDC  and  private  lenders. 
Under  the  1980  and  1981  CDP,  CDBG  funds  set  aside  for  rehabilitation 
are  to  be  disbursed  through  one  lender  or  servicing  agent  to  eligible 
owners  whose  applications  are  submitted  by  HDC.  The  processes  are 

5  For  the  Budget  Analyst's  response  see  page  61. 

6  For  the  Budget  Analyst's  response  see  page  61. 

Budget  Analyst's  Comment; 

*The  final  text  of  the  report  (page  3)  has  been  adjusted  to  reflect  these  corrected  fiaures 

from  OCD. 
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different  and  OCD  itself,  does  not  provide  funds  "to  HDC's  clients' 


The  audit  report  referred  on  Page  Five  to  an  administrative  complaint 
to  HUD  regarding  OCD's  uses  of  CDBG  funds  filed  by  some  HDC.  The 
Administrative  complaint  was  directed  at  the  City's  CDBG  Program  not 
at  OCD's  uses  of  funds.*  The  auditor  also  did  not  note  that  this 
administrative  complaint  was  dismissed  by  HUD.? 


In  describing  the  procedures  of  the  Housing  Site  Acquis 
inaccurate  information  was  included.  The  program  polic 
dures  were  established  in  May  1980.  OCD  started  to  inv 
from  HDC  in  late  May  1980.  Ten  proposals  were  received 
December  15,  1980,  the  day  OCD  forwarded  a  Housing  Site 
Program  Agreement  to  HDC  for  review  and  comments.  Prio 
izing  the  agreement,  OCD  has  granted  conditional  approv 
CDBG  funds  to  seven  projects.  The  finalizing  of  the  ag 
OCD  and  HDC  should  not  have  thwarted  any  site  acquisiti 
of  the  HDC  as  implied  by  the  auditor.  The  execution  of 
is  not  a  prerequisite  for  receiving  conditional  approva 
tion  requests.* 


ition  Program, 
ies  and  proce- 
ite  proposals 

by  OCD  as  of 

Acquisition 
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CONCLUSION 

As  we  stated  earlier,  OCD  remains  convinced  that  the  overall  audit 
has  fallen  short  of  the  GAO  Audit  Standards.  OCD  seriously  questions 
the  validity  of  the  entire  report.  We  realize  that  the  complexities 
of  performing  management  audits  of  CDBG  program  activities  particularly 
HDC.  Nevertheless,  the  importance  of  the  subject  matter  warrants  our 
deep  concern  regarding  the  quality  of  the  audit  effort  and  the  appropriate- 
ness of  the  report.  The  GAO  Audit  Standards  provide  that  views  of 
responsible  officials  of  organizations  and  activities  whose  operations 
are  discussed  in  the  report  should  be  objectively  considered  and 
evaluated  so  as  to  ensure  that  reports  are  fair,  complete,  and  objective. 
OCD  strongly  requests  that  the  auditor  will  follow  the  GAO  Audit  Standards 
and  include  this  response  as  an  appendix  to  all  copies  of  the  final 
audit  report  that  will  be  distributed  by  the  auditor. 

OCD  continues  to  look  forward  to  a  constructive  working  relationship 
with  the  Office  of  the  Budget  Analyst. 


Respectfully  Submi 


Budget  Analyst's  Comment; 

*The  final  text  of  the  report  (pages  5  and  15)  has  been  adjusted  to  clarify  these 

statements. 

7:  For  the  Budget  Analyst's  response  see  page  61. 
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EXHIBIT  A 

CDBG  ALLOCATION   TO 
"A"   -   CONSERVE   EXISTING  HOUSING  AND   "B"   -   DEVELOP   NEW  HOUSING 


h.  1  II                         TOTAL                      1QQ% 

$   2,845,710  13%  $  8,300,646  37%           S   22,158,000 

2,469,500  9%  13,180,000  46%  28,798,000 

3,086,916  11%  12,687,764  45%  28,430,000 

6,562,800  25%  10,193,000  39%  26,335,000 

6,167,575  23%  8,470,759  31%  26,985,000 

5,065,470  18%  10,002,004  35%  28,728,000 

5,377,060  20%  10,552,170  38%  27,537,000 


31,575,031         17%  73,386,343       39%  188,971,000 
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EXHIBIT  B 
ADMINISTRATIVE  FUNDINGjngjjn^jn^  1QC1 
HOC 


1,77  197R         1S7S  1980  iss!  T0TAL 

(11  months) 


SffilS  HoUCserLvPe°]ntCoC,Dp              $g-g     $™     "34.000     $     160,000  $  181,500  $1,394  673 

Housing  Conservation  Institute        3°'869      4     '0  0      ' ^'nnn          3^'20°      352.500  1  yfi.lll 

Potrero  Hill   CDC                                                        ^,000       ,^.000             99,800       145,764  395,564 

Fillmore  Community  Devel.    Corp.                         ,      '             125'00°           ^S.OOO       135,500  425,500 

Chinese  Comm.   Hous.   Corp.                                    uu.uoo                  0                     0                 0  130,000 

ASIAN,   Inc.                                                                                    125,000           150,000       194,250  46°  250 

Bernal   Heights  Comm.    Foundation                                            ??'°°°          ^6.000       137,411  401  ,'411 

HDNP                                                                                                   62,700             60,000       113,000  235  700 

TODCO                                                                                                                              50,000       135,420  185,420 

Asian  Neighborhood  Design                                                                              40,335        45,000  85,335 

75,000  75,000 

$694,558     $5877059  $1^0687100  SI72667335  175157145  "5575317397- 
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EXHIBIT  C 
1979  COMMUNITY  DEVELOPMENT  PROGRAM 

A-5  HOUSING  AND  FINANCE  PROGRAM 
AS  OF  DECEMBER  31  ,  1980 


CORPORATIONS 

HUD 

ORIGINAL 

BUDGET 

CONTRACTED 
TO  CORP. 

ADVANCED 
TO  CORP. 

EXPENDED 
TO  CORP. 

ASIAN,  INC. 

$38,735 

$38,735 

$38,735 

$28,735 

BVHP  NP  CDC 

90,847 

90,847 

90,847 

90,847 

CCHC 

30,000 

30,000 

30,000 

-  0  - 

HCI 

75,000 

75,000 

75,000 

74,736 

POTRERO  HILL 

70,000 

70,000 

70,000 

44,959 

MHDC 

277,200 

277,200 

277,200 

277,200 

RESIDUAL 

4,118 

-0.- 

-0- 

-0- 

585,900 


581,782 


581,782 


516,477 


4,118 


4,118 
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Budget  Analyst's  Response 

Page  47; 

1.  The  final  draft  of  the  report  does  not  state  that  the  emphasis  on  monitoring 
was  in  response  to  any  alleged  misuse  of  funds.  The  report's  statement  that  the  emphasis 
on  monitoring  is  relatively  recent  is  based  on  the  fact  that  while  the  number  of  HDC's 
increased  from  7  to  9  between  1979  and  1980,  the  number  of  monitors  tripled  from  I  to  3 
during  the  same  period. 

2.  Length  of  time  to  finalize  all  regulations  for  site  acquisition:  12  months. 
Length  of  time  to  establish  rehabilitation  loan  pool:    I  I  months. 

Page  50: 

3.  Although  the  CDBG  funded  housing  program  includes  housing  production,  an 
agreement  between  HUD  and  OCD  focuses  on  the  City's  performance  with  rehabilitation 
loans  as  the  criteria  upon  which  to  base  the  decision  to  release  the  $7  million 
conditionally  withheld  from  the  City's  1981  CDBG  grant. 

Page  52: 

k.  The  Budget  Analyst  does  recognize  that  there  are  problems  facing  low  income 
homeowners.  The  Budget  Analyst,  however,  feels  that  the  housing  crisis  facing  the  City's 
renter  population  is  greater  in  magnitude  and  severity  than  that  facing  homeowners. 
Furthermore,  there  may  be  alternative  means  of  financing  rehabilitation  by  low-income 
homeowners,  such  as  reverse  annuity  mortgages,  that  would  not  require  the  use  of  scarce 
CDBG  resources. 

Pages  56-57: 

5.  OCD  has  further  clarified  the  procedure  by  which  a  contract  with  an  HDC  is 
suspended. 

6.  The  difference  between  OCD's  Exhibit  B  and  the  Budget  Analyst's  table  on 
page  2  is  that  OCD  has  included  administrative  funding  for  three  organizations  that  were 
not  included  in  the  scope  of  the  audit:  1978  funding  for  the  Fillmore  Community 
Development  Corporation,  and  1981  funding  for  the  Bayview  Hunters  Point  CDC  and 
Asian  Neighborhood  Design. 

7.  This  complaint  was  cited  as  an  example  of  the  deterioration  of  the  relationship 
between  OCD  and  the  HDC's,  and  therefore  HUD's  treatment  of  the  complaint  is  not 
relevant. 


BOARD  OF  SUPERVISORS 
— BUDGET  ANALYSI 
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